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THE JOURNAL 


POLITICAL ECONOMY 


VoLUME 26 May 19178 


THE WAR LABOR PROGRAM AND ITS 
ADMINISTRATION 


I. THE INDUSTRIAL CONFUSION ATTENDANT UPON THE 
OUTBREAK OF THE WAR 


The problems which faced our national leaders upon our entry 
into the war were literally staggering. A nation whose whole tra- 
dition was one of peace was to be placed in the physical and mental 
attitude to wage war. Its human and industrial resources were to 
be reorganized to meet the drains of war. For the direction of these 
tasks there was a pitifully inadequate staff of officials—inadequate 
in numbers, in training, in outlook, and in authority—who had not 
even had in proper measure the advantages flowing from prelimi- 
nary planning. 

Under the circumstances, it is not surprising that much indus- 
trial confusion attended our efforts. Conditions in the Ordnance 
Department' may be taken as an example of the difficulties involved. 
At the outbreak of the war, this department had on duty nine 
commissioned officers at Washington and a total of ninety-seven 
in the entire country. Its peace-time expenditures had been about 

t The conditions in the Ordnance Department were of course not peculiar. The 
Quartermaster Corps, the Signal Corps, the Medical Corps, the Navy, the Shipping 


Board, and all our other so-called production departments could recount a story sub- 
stantially like that of the Ordnance Department. 
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$13,000,000 per annum. From this nucleus there was developed in 
one year a staff at Washington consisting of 3,000 officers, 1,700 
enlisted men, and 9,200 civilians, with a total of 5,000 officers in this 
country and abroad.. This mushroom staff had charge of direct 
appropriations and contract authorizations amounting to several 
billions of dollars; it set up the mechanism for controlling the 
production of this quantity of material (for of course it could not 
be procured on the open market and its production had to be 
supervised); it provided the administrative forces for storing and 
handling, both in this country and abroad, the material when it had 
been produced and delivered. The enterprise was conducted in a 
fashion that was, upon the whole, admirable. Men could not be 
trained overnight, but able engineers and business executives were 
called into the service, assigned to duties in the various divisions of 
the work, given a considerable range of authority, and held respon- 
sible for results. 

Admirable as was the approach of our higher officials to the 
problem placed before them, defects in operation resulted from insuf- 
ficient planning and from the impossibility of training subordinates 
properly in the time available. It would be an unpardonable 
injustice to assert that the programs of the production depart- 
ments were carried out with little planning. No one who came into 
contact with the overburdened officials responsible for the execution 
of these programs would make such an assertion. It is true how- 
ever (through little fault of theirs) that their planning was hastily 
done and was not well co-ordinated. Each production department 
and indeed each subdivision of each production department plunged 
into the execution of the task assigned to it, knowing little, and often 
caring less, how its actions would affect the execution of the pro- 
grams of others. The officers in charge, particularly the subordi- 
nates, saw no other course open to them. They had been trained 
in our school of individualistic enterprise where “results’’ counted— 
“results,”’ however, which did not depend upon national team work, 
since the projects involved did not demand the effective utilization 
of all the resources of the nation. The country demanded “results.” 
In the absence of co-ordinating supervision at the top it seemed 
clear to the average production officer that his patriotic mission, to 
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say nothing of his chances of preferment and promotion, began and 
ended in his “pushing his own program through.” And he had a 
reputation as a “pusher.’”’ He was the veritable “he-man”’ so 
popular in Washington dispatches. He had superlative contempt 
for the ‘‘super-co-ordinator”’ who dared ask whether the nation’s 
interests did not require studies in priority and carefully balanced 
production. Furthermore, this “‘pusher” was almost certain to 
have accepted the prevailing fallacy that the expenditure of dollars 
rather than materials would win the war. He accordingly placed 
his emphasis on grinding out contracts for vast quantities of mate- 
rials—an emphasis which the contractors themselves were not 
averse to stimulating. Under such conditions, one can well believe 
that carloads of hull paint were delivered at shipyards where the 
ways had not yet been laid on which the hulls were to be con- 
structed. The nation’s resources, unadjusted as they were, could 
not adequately meet such haphazard demands. 

The confusion resulting from the apotheosis of the Great Ameri- 
can Pusher was accentuated by difficulties arising from another 
quarter. Since there was little or no guidance from the top, since 
the industries and labor resources of the country had never been 
effectively catalogued and classified for military purposes, since war 
contracts of European nations had been centered in certain dis- 
tricts, and since the successful business managers and engineers 
called into the government service came mainly from the industrial 
districts of the country, the outcome of the zeal of the contracting 
officers was a tremendous concentration of contracts. When stock 
could be taken of the situation’ it was discovered that, aside 
from the contracts of the Shipping Board, one-fourth of ali the 
government contracts for war purposes had been located in the 
state of New York alone, one-half in three states (New York, 
Pennsylvania, and Ohio), and three-fourths in seven states (New 
York, Pennsylvania, Ohio, Massachusetts, Illinois, New Jersey, 
and Connecticut). A greater dispersion existed in the case of 
the Shipping Board contracts because the vessels themselves were 


‘It is an illuminating fact that this stock was not taken by the production depart- 
ments themselves. The Statistics Division of the Council of National Defense, headed 
by Dr. Leonard P. Ayres, was the “‘outside” agency which found time and opportunity 
to study what had been done and to report the facts. 
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to be built all along our deep waterways. It is not improbable, 
however, that the contracts for accessories needed in shipbuilding 
showed a somewhat similar concentration, and the general belief is 
that the contracts of our allies were quite as heavily concentrated. 

The war industry districts arising from this concentration of 
contracts rapidly extended existing plants and built new ones. 
They reached out to the rest of the nation for materials, money, 
and men. They required that scores of thousands of workers be 
transferred to them from districts where war work was not being 
done. Then followed a tremendous congestion of transportation 
facilities—a congestion that was later to play its part in causing 
the issuance of a so-called fuel order which was really an order to 
relieve an “industrial jam.” 

Certain features of this confusion operated particularly to the 
disruption of satisfactory labor conditions. In our industrial sys- 
tem the standard mechanism for inducing laborers to move is that 
of an offer of higher wages. This offer was readily forthcoming 
from the contractors in war industries, particularly from those who 
held “cost-plus-percentage”’ contracts, which made it actually to 
the profit of the employer to pay high wages for his workers. War 
contractors “bid away” from ordinary industries their skilled 
workers, disrupting in so doing some of the basic industries of the 
country, and then bid against each other for these workers. The 
lack of general planning, or indeed of general knowledge of the turn 
events were taking, caused wages to rise very irregularly in the 
various trades affected, in the various communities affected, and 
even in the different industrial plants within a given community." 
To this hectic wage situation there was added the fact that we did 


* The competitive bidding of the various centractors was accentuated by their 
firm belief that there was a scarcity of labor, particularly of skilled labor. It is not 
surprising that this belief should have been prevalent. There was undoubtedly a 
scarcity of certain kinds of skilled labor; there was a scarcity of many kinds of skilled 
labor in the congested districts; and the story of England’s difficulties in providing 
skilled labor had been widely circulated. One feature of our situation was very 
generally overlooked. The scarcity of shipping made our problem very different from 
that of England. The actual situation is that, granting scarcity of certain kinds of 
labor and of many kinds of labor in certain districts and of maladjustment of labor 
supply in many districts, there is no real scarcity of labor, taking the country as a 
whole. 
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not have a satisfactory system of employment exchanges through 
whose activities the movement of workers could take place in an 
orderly fashion according to carefully determined requirements. 
The result was that the movement occurred in a highly disorderly 
fashion, guided, if such a term may be used, by newspaper adver- 
tisements of private industries, by wild rumors of high wages in 
some distant locality, and by the patriotic desire of the individual 
worker to be of service. A plant manager in one of these war 
industry towns said that “‘for weeks laborers milled around like 
cattle” in his town. The story is told of one community in which 
an investigator met incoming trains and watched workers accept 
employment in as many as six to ten plants in the same day, mov- 
ing from one to the other in the hope of ever-higher wages and 
accepting employment in every one whose wage offer wa. * rger 
than that of its predecessor." 

This restless movement of workers from place to place was 
stimulated by the fact that in some plants hasty construction or 
hasty plant extension had resulted in unsatisfactory or even danger- 
ous working conditions, so that workers were unwilling to remain 
for a long period in the employ of these plants. These appear, how- 
ever, to have been exceptional cases. A much more general cause 
of restless movement lay in the fact that when workers arrived in 
the congested districts they found that satisfactory housing did not 
exist and that the local communities were unwilling or unable to 
provide the necessary housing facilities. This attitude of the local 
communities was due partly to their fear that at the close of the 
war the war industries would be suspended, the workers be moved 
away, and empty houses be left on the hands of the community or 
its local improvement association; partly to the fact that local 
financial resources had already been overstrained for necessary 
plant extensions, and that outside resources could not, under the 
unsettled conditions, readily be made available. 

* High wages are alleged to have contributed to the demoralization of labor in 
another way. Reports are numerous that workers stayed away from their tasks some 
days of the week because the high wages enabled them to make what they regarded 
as a satisfactory living by working the other days. One plant reported that it had to 


maintain a pay-roll of 10,000 in order to have an average of 9,000 report for work 
each morning. 
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The foregoing is of course only a fragmentary sketch of the con- 
ditions which were unfavorably affecting labor in production. It 
is sufficient, however, to make readily understandable the great 
increase in labor turnover and the very considerable increase in 
labor unrest and industrial disputes. There is, of course, no such 
thing as a “normal” labor turnover. Some writers have estimated 
that a labor turnover of roo per cent per year represents average 
conditions. In these war industry plants, a labor turnover of 400 
or 500 per cent was regarded low, and one of 1,600 to 2,000 per cent 
was by no means phenomenal. As for industrial disputes, in the 
early months of the war they were several times as numerous as in 
the corresponding period of the preceding year. 


Il. THE EARLY STAGES OF REMEDIAL ACTION 


Even after every allowance is made for the fact that this story 
of industrial confusion does not apply to industries which continued 
to operate on a satisfactory basis, it is clear enough that the situa- 
tion with respect to the proper utilization of our labor resources in 
war production had become a serious one. Plainly, some solution 
for the difficulties of the case must be forthcoming. 

Our whole administrative approach to the problems of war made 
impossible any prompt solution through a centralized administra- 
tion of labor problems. To begin with, we had not followed the 
English precedent of establishing a central department of produc- 
tion or Ministry of Munitions, in which contracts, control of pro- 
duction in relation to contracts, and control of labor in relation to 
production were placed under one administrative head who could 
keep the various factors in proper balance. Far from being under 
one control, our contracting and production departments were 
actually competing with each other in the procurement of supplies. 
Through their various contractors they were competing with each 
other for labor to be used in production. 

In view of the unwillingness of our responsible officials to pro- 
vide a central department of production, there was but one agency, 
the Council of National Defense, which could bring about co- 
operative action, and it was well-nigh powerless to deal with the 
situation. The Council of National Defense is an investigating and 











1917, it passed a resolution urging the maint 


making inquiries concerning dangers to labor 
respect to social insurance and employment ag 


with labor in production. 


regarded expedient in such a case. 


National Defense, to consist of one representative of the 
employers, and one of technical and professional labor. 
Its duties shall be: 


require an immediate additional demand for labor. 


agencies as can best meet such demand. 


to the board by them. 


relative to the employment of labor. 
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advisory body. Its administrative powers are not great. Handi- 
capped as it was, it none the less expended much time and effort 
in the attempt to bring order out of chaos.’ As early as April 7, 


enance of existing 


labor standards and existing industrial relations. Its Committee 
on Labor did much useful service in the development of sound public 
sentiment, in the formulation of acceptable standards of labor, in 


arising from war 


conditions, in assisting in formulating laws and regulations with 


ency work, and in 


various other ways. It could not, however, deal administratively 


No complete account of the Council’s labor activities will be 
attempted. Their general drift may be sufficiently seen from the 
fact that late in August, 1917, the following resolution was de- 
feated by the narrow margin of one vote, a unanimous vote being 


That a War Labor Board of five members be appointed by the Council of 


Department of Labor, 


one of the American Federation of Labor, one of the Special War Boards (War 
Industries Board, Shipping Board, Aircraft Production Board, etc.), one of 


1. To secure and digest information from all governmental agencies which 


2. To formulate methods by which the demand may go most directly to 
the Department of Labor and to such other governmental and industrial 


3. To formulate plans for meeting future additional war demands for labor. 
4. To consider such new problems of labor as may be referred to it by 
the Council of National Defense or other governmental agencies; and to 
secure and furnish information to them, or to such others, as may be referred 


5. To do such other things as the Council of National Defense may require 


The dissenting vote on this resolution was not caused by oppo- 
sition to a centralization of labor administration, but by a belief 


*The Director of the Council was particularly aware of the necessity of action 
along this line. His efforts contributed much to the events leading to the Presidential 
order of January 4, 1918, by which a War Labor Administration was authorized. 
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that our war administration already had a superfluity of boards. 
Experience had made it increasingly clear that the bon mot of one 
of the Cabinet officers was appropriate: “A board is long and 
narrow and wooden.” 

It is noticeable that the demand for some central agency in labor 
administration at this time centered primarily about the supposed 
shortage of labor. This same consideration was largely responsible 
for a later action of the Council of National Defense. On Novem- 
ber 2, 1917, they instructed the Director 
to undertake the following work, co-operating with the Department of Labor 
and other government agencies: 

1. To determine present and probable future demand for labor in war 
industries. 

2. To determine in connection with the Priorities Committee of the War 
Industries Board the relative priorities of the labor demand. 

3. To arrange for the supplying of the demand through the Department 
of Labor or such other governmental or civilian agencies as can best meet the 
demand. 

4. To determine the needs for dilution of labor including the introduction 
of women into industry and recommend policies to be followed in regard 
thereto. 


This action resulted late in November in the establishment of 
the so-called Industrial Service Section of the Council of National 
Defense. By that time, however, the true character of labor prob- 
lems in war production had been more clearly revealed. At the 
request of the chief of the Industrial Service Section its activities 
were permitted to take the form of: (a) co-operating with others 
in promoting the development of a United States Employment Serv- 
ice in the Department of Labor; (6) co-operating with others in 
bringing to pass a unified labor administration which would have 
executive rather than consulting power and would be concerned with 
the whole range of problems involved in the control of labor in 
production. 

It is of course highly desirable that the administration of war 
labor matters should be closely connected with the production of 
war materials. Since, however, this was for many reasons not 
feasible in the earlier stages of our war activities, the question arises 
whether labor agencies which were not directly connected with pro- 
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duction might not have stepped into the breach. The chief 
agencies of this character were the state bureaus of labor and the 
federal Department of Labor. The state bureaus of labor could at 
the best deal with the problem piecemeal as it appeared within the 
borders of the individual states. Even within this circumscribed 
field their usefulness was not great. Typically, they have not 
been organized on the basis of an appreciation of the part labor 
plays in production. Rather, their organization has been formu- 
lated in vague terms of labor welfare. Several of these state 
bureaus have indeed done excellent work in inspection of labor con- 
ditions and in maintenance of proper labor standards among our 
war industries. Both because of geographical isolation and because 
a sense of team play has not developed among them, it was inevit- 
able that they should fall far short of meeting such national prob- 
lems as those involved in securing an adequate supply of labor, 
providing housing, regulating wages, and adjusting labor disputes. 

The federal Department of Labor was also not in a position to 
render great service. Its enabling act provided for a department 
whose duty it would be to ‘‘ foster, promote, and develop the welfare 
of the wage-earners of the United States.” This was a large order, 
and could be carried out only provided proper instrumentalities 
were furnished. In actual fact, however, the Department of Labor 
was made up of a somewhat miscellaneous collection of bureaus 
which had been taken out of the parent Department of Commerce 
and Labor, placed under a new administrative control, and met- 
amorphosed by the magic wand of congressional fiat into a new 
department. Its administrative organization was in no sense com- 
prehensive of the entire field of labor in production. Its funds had 
been meagerly provided by a somewhat suspicious Congress. Its 
support, both by the business world and to some small extent by 
the labor world whose interests it was designed to safeguard, had 
been lukewarm. Even if this department had been commissioned 
at the outset to supervise labor in war production, it could not have 
done so successfully except on the basis of a complete reorgani- 
zation of the department. In point of fact, it was not so com- 
missioned. Its activities in war production were sporadic. It 
co-operated with the Council of National Defense; its Secretary 
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was the Chairman of the President’s Mediation Commission; it 
took steps to bring into existence the United States Employment 
Service; it performed many helpful functions; but speaking in 
general terms, the department could not properly be said to be 
operating on a war basis. It was far from occupying a position of 
leadership in war labor administration. 

There could be no hope that in the absence of administrative 
agencies dealing competently with labor matters a satisfactory solu- 
tion would somehow ‘‘emerge”’ because of the “general drift of 
things” or by force of “public sentiment.” The competitive striv- 
ing of contractors of government production departments, the 
unrest attendant upon war conditions, and the lack of general 
knowledge concerning the war program of the government, if indeed 
such a program existed, made it hopeless to rely upon any “‘ general 
drift of things.’”’ As for ‘public sentiment” with respect to labor 
matters, we have in this country unity of opinion neither with 
respect to the proper goals of industrial relationships and labor 
control nor with respect to the roads which should be taken to 
reach those goals. Our industrial history in such matters has been 
guided by individualistic opportunism. There is no person or 
group of persons who can speak with an authoritative voice for 
labor as a whole; no person or group of persons whose findings would 
be accepted by capital as a whole; no person or group of persons 
whose leadership would be acknowledged by the public. We drift, 
and our drifting is attended by suspicions, jealousies, and irritations 
derived from labor contests of the past. Not only is well-informed 
public sentiment on labor matters lacking, but also there is in the 
individual industrial plants a lack of local machinery adequate for 
carrying out a national labor policy from whatever source such a 
policy might spring. Shop committees, employment managers, 
welfare divisions, scientific management, etc., have not been 
deveioped to the point where they meet the needs of the case. A 
survey of the situation would convince the most pronounced advo- 
cate of laissez faire that his dogma is not applicable tothe needs 
of the case. 

Meanwhile, the various production departments of the govern- 
ment were not in a position to accept the situation gracefully. 
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Results were demanded of them. It was not merely that congres- 
sional inquiries loomed in the not-distant future. A more signifi- 
cant fact appeared in the steadily accumulating evidence that paper 
contracts did not necessarily mean soldiers clothed and fed and 
equipped for fighting, and that unless effective steps were immedi- 
ately taken to check the growth of industrial disputes, of labor turn- 
over, and of general demoralization of the productive power of 
labor, adequate industrial support would not be available for the 
armies on the western front. In the absence of centralization of 
production, in default of administrative control of labor in produc- 
tion, in the dearth of sound national sentiment on labor matters 
which would cause effective utilization of our labor resources to 
emerge automatically, our production departments saw no course 
open to them but to take charge of the situation themselves. 

Their first actions combined a groping for a national labor policy 
through a series of agreements with organized labor with the estab- 
lishment of adjustment commissions to cope with industrial dis- 
putes. The names of these commissions with the dates of their 
development tell much of the story.’ The list includes: National 
Committee on Mediation and Conciliation of the Labor Committee 
of the Council of National Defense; June 19, 1917, Cantonment 
Adjustment Commission (includes cantonments, aviation fields, and 
storage facilities; similar arrangement for similar construction by 
navy); August 15, 1917, Arsenals and Navy Yard Wage Commis- 
sion; August 24, 1917, Board of Control of Labor Standards in 
Army Clothing; August 25, 1917, Shipbuilding Labor Adjustment 
Board; August, 1917, National Adjustment Commission (long- 
shoremen disputes) with local adjustment commissions; September 
19, 1917, President’s Mediation Commission; September 26, 1917, 
Harness and Saddlery Adjustment Commission. 

It is not without significance that these production departments 
deemed it worth while to set up adjustment commissions independ- 
ent of the Mediation and Conciliation Service of the Department 

* For a fuller account of the agreements with organized labor and the work of the 
adjustment commissions, see Louis B. Wehle, ‘The Adjustment of Labor Disputes 
in the United States during the War,” Quarterly Journal of Economics, XXXII 


(November, 1917), 122; “Labor Problems in the United States during the War,” 
Quarterly Journal of Economics, XXXII (February, 1918), 333. 
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of Labor and that the Department was represented on only two or 
three of these commissions.‘ Their work has been on the whole 
well done. They have not been able to act on the basis of any 
uniform national policy, for no such policy exists. Herein has been 
the main defect in their work. 

There is far more involved in the administration of labor in pro- 
duction than the satisfactory adjustment of industrial disputes. 
Indeed, an ideal administration of labor would so care for the other 
elements of the situation as to prevent the emergence of industrial 
disputes. ‘To cope with these other elements of the situation, the 
production departments began to establish Industrial Service Sec- 
tions. The earliest of these was established by the Shipping Board, 
the second by the Ordnance Department, and similar agencies, 
though they do not bear the same name, have been established, or 
are reported to be in process of formation, in the Navy, the Quarter- 
master Corps, the Construction Division, and the Aircraft Board. 

These Industrial Service Sections represent a correct industrial 
philosophy in that they are parts of the production departments 
themselves and can thus deal with conditions of labor, housing, 
training, etc., from the point of view of war needs and war produc- 
tion. They have themselves, however, felt keenly the difficulties 
of their situation. The administration of labor is not an ordnance 
problem, not a quartermaster problem, not a shipping problem— 
it is a national war problem. Perfect administration within the 
confines of any one or of all the production departments does not 
suffice. There remains a need of a centralizing agency which can 
harmonize all administrative policies, administer labor in produc- 
tion in industries essential to war work although they may not have 
direct contracts with the government, and care for those aspects of 
labor administration which are broader than the work of a single 
production department, such as the procurement and the distribu- 
tion of the supply of labor, the maintenance of a balance of wage 





It is to be said, however, that the Department of Labor co-operated with some 
of the commissions in the settlement of certain industrial disputes. 

2 A brief outline of the activities of the Industrial Service Section of the Ordnance 
Department may be found in Louis B. Wehle, ‘“‘Labor Problems in the United States 
during the War,” Quarterly Journal of Economics, XXXII (February, 1918), 333- 
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rates, the provision of adequate housing, and the development of 
sound public sentiment. Early in December the production de- 
partments themselves reached the conclusion that their situation 
with respect to labor control was an intolerable one and that unifi- 
cation must occur. Projects for war labor boards in the Council of 
National Defense had come to naught. Dinner gatherings of per- 
sons in charge of labor administration in the various departments 
availed little. Leading production officials accordingly sent an 
informal request to the Council of National Defense that it assume 
the leadership in bringing about definite unification of labor 
administration. 


Ill. EVENTS LEADING DIRECTLY TO THE AUTHORIZATION OF A 
COHERENT LABOR ADMINISTRATION’ 


Acting on the informal request of the production departments, 
the Council of National Defense appointed a so-called Inter- 
departmental Committee, made up of representatives of the main 
producing departments. It asked this committee to survey con- 
ditions and to recommend a course of action.? 

Little time was spent by the committee in a survey of conditions 
which were notorious. Its major efforts were expended upon an 
analysis of corrective measures and a consideration of the agency 
appropriate to conduct a national labor administration. As will be 
apparent from a reading of its report,3 much progress in thinking 
had been made since the day of the projected war labor board of 


? It will be clear that many complex elements were contributing to the movement 
for unification of labor administration. The following statement tells of certain 
open or surface activities connected with the authorization of this unification. Under- 
neath the surface were many events and forces which went far to determine the 
character of the surface actions. 


2 The membership of the Interdepartmental Committee was made up as follows: 
Assistant Secretary Franklin D. Roosevelt for the Navy Department; Stanley King 
for the War Department; Assistant Secretary Louis Post for the Department of 
Labor; Grant Hamilton for the American Federation of Labor; A. A. Landon for the 
Aircraft Board; Robert Bass for the Shipping Board; and L. C. Marshall, Chief of 
the Industrial Service Section of the Council of National Defense. Representatives 
of other departments were present at some of the meetings in an advisory capacity. 


3 See pp. 439-41. 
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the Council of National Defense.t It had become clear that (a) in 
some manner there must emerge a comprehensive national labor 
policy, (6) which must be administered on a national scale by a well- 
rounded labor administration having executive power. With 
respect to the agency appropriate to carry on this administration, 
much discussion took place within the committee. The possibilities 
of the case were numerous, but they narrowed down to four main 
ones. 

There was in the first place the possibility of establishing an 
agency corresponding to the British Ministry of Munitions, which 
would bring under one control all the procurement and production 
activities of the government. Administration of labor in produc- 
tion would in this event—and properly—become a bureau or phase 
of the Ministry of Munitions. The logic of accepted principles of 
business administration pointed very definitely to some such solu- 
tion, as did also successful British experience. It was known, 
however, that our national administration was definitely, and 
apparently irrevocably, opposed to such a solution, and it seemed 
reasonably clear that a proposal for the American equivalent of 
the British Ministry of Munitions would result solely in bickering 
and delay. 

Passing to the other extreme, there was the possibility of 
attempting to solve the problem by means of a board or a committee 
made up of the persons already in administrative charge of labor 
matters. Both Washington and the country at large, however, had 
by this time had a surfeit of boards, and the proposal of a war labor 
board of this type received scant consideration. 

A third possibility lay in an extension of the powers of the 
Department of Labor. In this department the nucleus of an admin- 
istrative agency was already in existence, one that had the confi- 
dence of both organized and unorganized labor of the entire country. 
It could be urged against this solution, however, that the Depart- 
ment of Labor was not in close touch with production activities and 
that it was viewed with some suspicion by a considerable section 
of the business community. Some question arose also concerning 
the wisdom of having the later years of peace administration of the 


1 See p. 431. 














THE WAR LABOR PROGRAM 439 


department prejudiced by an association with the jealousies, strains, 
and possible failures of war administration. 

The fourth possibility was that of a separate war labor adminis- 
tration, comparable to the food and fuel administrations. This 
solution received the approval of those who felt that it would 
increase the confidence of the business world if the administration 
were divorced from the Department of Labor. It seemed probable, 
however, that this gain would be more than offset by the loss 
resulting from the disapproval of labor. Furthermore, the Presi- 
dent’s sense of loyalty to his subordinates and his known attitude 
on labor matters made it seem probable that he would insist on the 
war labor administration being in the hands of the Department of 
Labor. 

The report of the committee as finally made, on December 20, 
1917, to the Council of National Defense is worth reproducing in 


full. 
A 

Your Committee is of the opinion that the present method of dealing with 
labor problems which arise in connection with the Government’s war activities 
is not satisfactory; and for the following reasons: 

1. At present each department of the Government is, with a few excep- 
tions, dealing with its own labor problems irrespective of what is done by other 
departments. As a result (a) there is much duplication of effort; (0) there is 
no uniformity of policy or procedure; (c) there is much conflicting action. 

2. Each department competes against all other departments for essential 
skilled labor. Contractors and sub-contractors engaged on Government work 
are using every means at their command to draw essential skilled labor away 
from one another. By this means labor turnover is multiplied and men are 
kept moving from job to job in certain industries for higher pay. 

3. There is as yet no adequate system for dealing promptly and uniformly 
on a nationwide basis with labor disputes affecting war work. The result is 
an increasing labor unrest. 

4. To allow this situation to continue will, in our opinion, diminish the 
country’s production and eventually paralyze industry. 


B 


Your Committee is of the opinion that action should be taken along the 
following lines: 

1. In order to allay industrial unrest and to create a spirit of real co- 
operation between labor and capital during the war, it is essential that excessive 
war profits be wholly eliminated; and that the Government’s policy in regard 
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thereto be sufficiently uniform so that the wage-earner can be satisfied that 
profiteering no longer exists. 

2. A series of understandings concerning certain underlying principles 
affecting labor should be arrived at between representatives of employers, 
employees, and the Government. The following are some of the questions 
which should be considered in such conferences: basis for wage determination, 
strikes and lockouts, piece work prices and price fixing, method of eliminating 
improper restrictions on output of war material from whatever cause, practice 
to govern dilution of labor, discrimination against union and non-union men, 
admission of union agents to plants, method of promptly adjusting disputes 
at their source through boards containing equal representation of employers 
and employees, right of workmen to organize. 

3. A coherent labor administration in accordance with principles to be 
determined as set forth above should be established to deal with all labor 
problems arising in connection with war work. The following functions would 
need to be covered: 

a) A means of furnishing an adequate and stable supply of labor to war 
industries. This would embrace (1) a satisfactory system of labor exchanges, 
(2) a satisfactory method and administration of training workers, (3) an agency 
for determining priorities of labor demand, (4) agencies for dilution of skilled 
labor as and when needed. 

b) Machinery which will provide for the immediate and equitable adjust- 
ment of disputes in accordance with the principles to be agreed upon between 
labor and capital and without stoppage of work. Such machinery would deal 
with demands concerning wages, hours, shop conditions, etc. 

c) Machinery for safeguarding conditions of labor in the production of 
war essentials. This to include industrial hygiene, safety, woman and child 
labor, etc. 

d) Machinery for safeguarding conditions of living, including housing, 
transportation, etc. 

e) Fact-gathering body to assemble and present data collected through 
various existing Governmental agencies or by independent research to furnish 
the information necessary for effective executive action. 

f) Publicity and Educational Division which has the function of develop- 
ing sound public sentiment, securing an exchange of information between 
departments of labor administration, and promotion in industrial plants of 
local machinery helpful in carrying out the National Labor Program. 


Cc 
There is as yet no consensus of opinion as to what means or agency shall 
be used to secure this coherent labor administration. The following are the 
outstanding suggestions: 
1. A co-ordinating war labor board, either under or divorced from the 
Council of National Defense, to which the various existing agencies shall 
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delegate powers. This seems to your committee too loose an organization to 
meet the emergency. 

2. A very great extension of the activities of the Department of Labor. 

3. The establishment of a department of production, which, along with 
its other duties, would take charge of the appropriate aspects of labor admin- 
istration. Such a department would co-operate with the Department of Labor 
in securing coherent administration of the whole problem. 

As effective action in dealing with labor problems is vital to the success 
of the war activities of all the Government Departments, we believe that this 
fundamental issue concerning the appropriate agency should be determined by 
our responsible leaders in war activities. 


Action on the report of the committee was deferred by the 
Council of National Defense until the return of the Secretary of 
Labor who was at that time in the West with the President’s Media- 
tion Commission. On January 3, 1918, the report of the com- 
mittee was taken up by the Council with the Secretary of Labor 
present, and the Secretary of War, the presiding officer of the 
Council, was instructed to present the matter to the President of 
the United States for his favorable consideration. The President 
approved the program, and on January 4 asked the Secretary of 
Labor to take steps to organize a war labor administration along 
the lines of the six functions mentioned in the report. (See 
page 440.) 

Responsibility had at last been located. It remained to be seen 
whether the coherent labor administration authorized by the 
President would be linked properly with the administration of 
production. It remained to be seen whether an organization could 
be evolved which would really enable the Department of Labor to 
“deal with all labor problems arising in connection with war work.” 
None the less, the highest executive authority had taken the 
question of labor administration under consideration, had decided 
that unification was necessary, and had designated the agency to 
bring about this unification. From this time forth responsibility 
for lack of unification could be placed definitely at the door of the 
Secretary of Labor. He was called upon to provide the coherent 
labor administration. If he could not provide it, he must make 
clear the forces preventing his doing so in order that the Chief 
Executive might seek other solutions for the difficulties. 











442 JOURNAL OF POLITICAL ECONOMY 


IV. THE WORK OF THE ADVISORY COUNCIL TO THE SECRETARY 
OF LABOR 

The Secretary of Labor at once took up the matters intrusted 
tohiscare. He called to his assistance an Advisory Council, which 
he requested to suggest plans and personnel for organizing the new 
work.’ A very brief survey of the situation convinced the Council 
that the nation required (a) a definite national labor program (6) 
which could be executed through effective mechanisms in industrial 
plants (c) on the basis of sound public sentiment (d) by an efficient 
labor administration. The two essential features of this require- 
ment were the definite national labor policy and an efficient labor 
administration. Given these, the other elements might reasonably 
be expected to be called into existence. Lacking these, everything 
was lacking. 

A definite national labor program was a difficult thing to 
provide. Bits which might be used in formulating such a program 
appeared in various resolutions of the Council of National Defense; 
in various agreements between departments of government and 
organized labor; in various pronouncements such as that of the 
American Federation of Labor at its Buffalo meeting, or that of 
the National Industrial Conference Board presented to the Council 
of National Defense on September 8, 1917, or that of the Chamber 
of Commerce of the United States of America which appeared on 
February 19, 1918; and in various statements of standards such 
as that of the Woman’s Trade Union League, or that of the Ord- 
nance Department in its General Orders Number 13, or that of the 
Woman’s Committee of the Council of National Defense. These 
could all be checked with the programs and pronouncements 
flowing from the English experience. ‘The total was, however, far 
short of definiteness and far short of being national in character, and 
little could be hoped for through a process of natural evolution. 
The leading parties in the situation—labor and capital—do not 

* The membership of the Advisory Council was made up as follows: John Lind, 
chairman, and representative of the public; Waddill Catchings, representative of 
employers; John J. Casey, representative of employees; A. A. Landon, representative 
of employers; John B. Lennon, representative of employees; Agnes Nestor, repre- 


sentative of women; and L. C. Marshall, economist and executive secretary of the 
Council. 
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even know clearly their own minds concerning what is desirable 
as a definite national labor program. As for the general public, 
unformed sentiment and even ignorance on almost all labor matters 
are the rule. 

In view of this situation it seemed to the Advisory Council that 
its first task was that of providing, as well as might be, for the 
emergence of a national labor policy which would have the possi- 
bilities of being acceptable to labor, capital, and the public. On 
January 19, three days after they began their work, the Council 
presented to the Secretary of Labor the following memorandum: 

The Advisory Council recommends to the Secretary of Labor that he 
call a conference of twelve persons representing employers’ organizations, 
employees’ organizations, and the public, for the purpose of negotiating agree- 
ments for the period of the war, having in view the establishment of principles 
and policies which will enable the prosecution of production without stoppage 
of work. 

The Advisory Council recommends that this conference body of twelve 
be composed as follows: Employers’ organizations, as represented by the 
National Industrial Conference Board, are to name five employers, and these 
five are to select a person representing the general public. Employees’ organi- 
zations, as represented by the American Federation of Labor, are to name five 
representatives of labor, and these five are to select another representative of 
the general public. 

The Secretary approved this memorandum, issued an appropri- 
ate call, and brought into being the War Labor Conference Board,? 
the result of whose deliberations is presented on pages 444-47. 

The Secretary also approved a later recommendation of his 
Advisory Council in which it pointed out that a labor policy must 
be a growing thing, changing with the requirements of various 
situations, meeting the needs not merely of war but also of the 
reconstruction period; and in which it urged the selection of a 
person who, in co-operation with the Secretary of Labor, would 

t The original selection of the personnel of the Labor Conference Board was as 
follows: Representatives of employers: Charles F. Brooker, L. F. Loree, C. Edwin 
Michael, Loyall A. Osborne, W. H. Van Dervoort; representatives of employees: 
J. A. Franklin, Frank J. Hayes, William L. Hutcheson, Victor Olander, T. A. Rickert. 
(Later, Mr. Brooker’s place was taken by B. L. Worden, and Mr. Franklin’s by William 
Johnston whose place was in turn taken by Thomas J. Savage.) The representatives 


from the general public chosen by these two groups were William H. Taft and Frank 
P. Walsh. 
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serve as a planning agency in formulating and steadily developing 
the national labor program. The Council pointed out that such 
a person should be an investigator, with ability to administer 
investigations, who had a vision of the service the Department of 
Labor might render in leading the way to a new order in industrial 
relationships. 

The War Labor Conference Board began its sessions on February 
25. Its activities were somewhat intermittent and on March 29 
it made its report to the Secretary of Labor. This report, which 
is of course comparable, so far as American conditions made it 
comparable, with the English Treasury Agreement, follows in full. 


The Commission of representatives of employers and workers, selected in 
accord with the suggestion of your letter of January 28, 1918, to aid in the 
formulation, in the present emergency, of a national labor program, present 
to you, as a result of their conferences, the following: 

a) That there be created, for the period of the war, a National War Labor 

3oard of the same number and to be selected in the same manner and by the 
same agencies as the commission making this recommendation. 

b) That the functions and powers of the National Board shall be as follows: 

1. To bring about a settlement, by mediation and conciliation, of every 
controversy arising between employers and workers in the field of production 
necessary for the effective conduct of the war. 

2. To do the same thing in similar controversies in other fields of national 
activity, delays and obstructions in which may, in the opinion of the National 
Board, affect detrimentally such production. 

3. To provide such machinery by direct appointment, or otherwise, for 
selection of committees or boards to sit in various parts of the country where 
controversies arise, to secure settlement by local mediation and conciliation. 

4. To summon the parties to the controversy for hearing and action by 
the National Board in case of failure to secure settlement by local mediation 
and conciliation. 

c) If the sincere and determined effort of the National Board shall fail to 
bring about a voluntary settlement, and the members of the Board shall be 
unable unanimously to agree upon a decision, then and in that case, and only 
as a last resort, an umpire appointed in the manner provided in the next para- 
graph shall hear and finally decide the controversy under simple rules of pro- 
cedure prescribed by the National Board. 

d) The members of the National Board shall choose the umpire by unani- 
mous vote. Failing such choice, the name of the umpire shall be drawn by 
lot from a list of ten suitable and disinterested persons to be nominated for 
the purpose by the President of the United States. 
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e) The National Board shall hold its regular meetings in the city of Wash- 
ington, with power to meet at any other place convenient for the Board and 
the occasion. 

f) The National Board may alter its methods and practice in settlement 
of controversies hereunder, from time to time as experience may suggest. 

g) The National Board shall refuse to take cognizance of a controversy 
between employer and workers in any field of industrial or other activity where 
there is by agreement or Federal Law a means of settlement which has not 
been invoked. 

h) The place of each member of the National Board unavoidably detained 
from attending one or more of its sessions may be filled by a substitute to be 
named by such member as his regular substitute. The substitute shall have 
the same representative character as his principal. 

i) The National Board shall have power to appoint a secretary and to 
create such other clerical organization under it as may be in its judgment 
necessary for the discharge of its duties. 

j) The National Board may apply to the Secretary of Labor for authority 
to use the machinery of the Department in its work of conciliation and 
mediation. 

k) The action of the National Board may be invoked in respect to con- 
troversies within its jurisdiction by the Secretary of Labor or by either side 
in a controversy or its duly authorized representative. The Board, after sum- 
mary consideration, may refuse further hearing if the case is not of such charac- 
ter or importance as to justify it. 

1) In the appointment of committees of its own members to act for the 
Board in general or local matters, and in the creation of local committees, the 
employers and the workers shall be equally represented. 

m) The representatives of the public in the Board shall preside alternately 
at successive sessions of the Board or as agreed upon. 

n) The Board in its mediating and conciliatory action, and the umpire in 
his consideration of a controversy, shall be governed by the following principles: 


PRINCIPLES AND POLICIES TO GOVERN RELATIONS BETWEEN WORKERS AND 
EMPLOYERS IN WAR INDUSTRIES FOR THE DURATION OF THE WAR 


There should be no strikes or lockouts during the war 


Right to organize.—1. The right of workers to organize in trade unions and 
to bargain collectively, through chosen representatives, is recognized and 
affirmed. This right shall not be denied, abridged, or interfered with by the 
employers in any manner whatsoever. 

2. The right of employers to organize in associations of groups and to 
bargain collectively, through chosen representatives, is recognized and affirmed. 
This right shall not be denied, abridged, or interfered with by the workers in 
any manner whatsoever. 
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3. Employers should not discharge workers for membership in trade 
unions, nor for legitimate trade union activities. 

4. The workers, in the exercise of their right to organize, shall not use 
coercive measures of any kind to induce persons to join their organizations, 
nor to induce employers to bargain or deal therewith. 

Existing conditions—1. In establishments where the union shop exists the 
same shall continue and the union standards as to wages, hours of labor, and 
other conditions of employment shall be maintained. 

2. Inestablishments where union and non-union men and women now work 
together, and the employer meets only with employees or representatives 
engaged in said establishments, the continuance of such condition shall not be 
deemed a grievance. This declaration, however, is not intended in any manner 
to deny the right, or discourage the practice of the formation of labor unions, 
or the joining of the same by the workers in said establishments, as guaranteed 
in the last paragraph, nor to prevent the War Labor Board from urging, or any 
umpire from granting, under the machinery herein provided, improvement of 
their situation in the matter of wages, hours of labor, or other conditions, as 
shall be found desirable from time to time. 

3. Established safeguards and regulations for the protection of the health 
and safety of workers shall not be relaxed. 

Women in indusiry.—If it shall become necessary to employ women on 
work ordinarily performed by men, they must be allowed equal pay for equal 
work and must not be allotted tasks disproportionate to their strength. 

Hours of labor.—The basic eight-hour day is recognized as applying in all 
cases in which existing law requiresit. In all other cases the question of hours 
of labor shall be settled with due regard to governmental necessities and the 
welfare, health, and proper comfort of the workers. 

Maximum production —The maximum production of all war industries 
should be maintained and methods of work and operation on the part of 
employers or workers which operate to delay or limit production, or which have 
a tendency to artificially increase the cost thereof, should be discouraged. 

Mobilization of labor.—For the purpose of mobilizing the labor supply with 
a view to its rapid and effective distribution, a permanent list of the number 
of skilled and other workers available in different parts of the nation shall be 
kept on file by the Department of Labor, the information to be constantly 
furnished, (1) by trade unions; (2) by state employment bureaus and federal 
agencies of like character; (3) by the managers and operators of industrial 
establishments throughout the country. These agencies should be given op- 
portunity to aid in the distribution of labor, as necessity demands. 

Custom of localities. —In fixing wages, hours, and conditions of labor regard 
should always be had to the labor standards, wage scales, and other conditions 
prevailing in the localities affected. 

The living wage.—1. The right of all workers, including common laborers, 
to a living wage is hereby declared. 
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2. In fixing wages, minimum rates of pay shall be established which will 
insure the subsistence of the worker and his family in health and reasonable 
comfort. 


This report breathes in every paragraph an understanding of 
the fact that the issues at stake are not vague. They are definite 
issues of industrial relationships, labor productivity, and labor safe- 
guards in war production. Its statement of principles and policies 
to govern industrial relationships may well become the nucleus 
from which will emerge a comprehensive national labor program, 
supported according to the needs of the case by public sentiment 
or by specific legislation. The administrative mechanism it pro- 
vides was, by intent, limited to but one phase of labor administra- 
tion—that of settlement of industrial disputes.’ 

“Will it work ?”’ is the question in everyone’s mind. Of course 
no definite answer can now be forthcoming. The problem of the 
personnel of the Board has already been satisfactorily met. On 
April 9 the President of the United States issued a proclamation 
appointing to the Board the same twelve persons who framed the 
report. The proclamation follows the recommendations of the 
report and urges— 
upon all employers and employees within the United States the necessity of 
utilizing the means and methods thus provided for the adjustment of all indus- 
trial disputes, and request that during the pendency of mediation or arbitration 
through the said means and methods there shall be no discontinuance of 
industrial operations which would result in curtailment of the production of 
war necessities. 


This, of course, gives the War Labor Board the highest sanction it 
could receive short of a specific act of Congress. Properly sup- 
ported by the other elements of the war labor administration? the 
Board should be able to accomplish the tasks before it. 

Turning now to the other features of the war labor administra- 
tion, in memoranda dated January 17 and 19, the Advisory Council 

* As appears later, p. 448, in drawing the outlines of the national labor adminis- 
tration, the Advisory Council made specific provision for the Adjustment Service to 


be operated according to the conditions of the forthcoming report of the War Labor 
Conference Board. 


2 The War Labor Board is, of course, really a phase of the Adjustment Service of 
the new war labor administration. 
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presented to the Secretary of Labor recommendations (which he 
approved) that he appoint ‘‘as soon as it might prove feasible,” 
directors of the following divisions’ of the work: 


A. An Adjustment Service which will have to do with the adjustment of 
industrial disputes according to policies and principles arrived at through the 
deliberations of the War Labor Conference Board. 

B. A Conditions of Labor Service which will have charge of the adminis- 
tration of conditions of labor within business plants. 

C. An Information and Education Service which will devote itself to the 
establishment of sound sentiment among both employers and employees and 
to the establishment in individual plants of the local machinery [e.g., employ- 
ment management] and policies necessary for the successful operation of a 
National Labor Program. 

D. A Woman in Industry Service which will meet the problems connected 
with the more rapid introduction of women into industry as a result of war 
conditions. 

E. A Training and Dilution Service which will administer such training 
and dilution policies as may be agreed upon. 

F. A Housing and Transportation of Workers Service whose duty it will 
be to provide the housing facilities to meet the nation’s needs.? 

G. A Personnel Service whose duties it shall be to assemble and classify 
information concerning appropriate candidates for positions in the war labor 
administration and make recommendations for appointment. 


* The United States Employment Service had been established before the Advisory 
Council began its work. 

2 On January 17 the Advisory Council presented to the Secretary a revised draft 
of an appropriation bill of one hundred million dollars to provide the necessary housing. 
The complete story of our war housing difficulties would justify an article in itself. 
In the late summer of 1917 it became clear that national assistance must be given 
local communities in housing matters. A Committee of the Council of National 
Defense, its leaders being Philip Hiss and Otto M. Eidlitz, made careful inquiries into 
the situation and performed services which have earned the nation’s gratitude. 
Although there could be no question that action must be taken by the central govern- 
ment, matters dragged on at interminable length. ‘The production departments found 
that in the main their appropriations did not permit the use of funds for houses. 
Messrs. Hiss and Eidlitz were referred from bureau to bureau, from department to 
department. The President’s order of January 4 told the Secretary of Labor to 
administer housing matters. Because of various bits of meddling, the Secretary’s 
hands were tied for weeks and even for months. At the time of writing, an appro- 
priation bill of fifty million dollars has been passed for the building of houses for the 
Shipping Board. Another appropriation bill of fifty million dollars to provide housing 
needed to meet the requirements of the War Department and the Navy Department 
has passed the House of Representatives and seems almost certain to pass the Senate. 
A conference held in the office of the Secretary of Labor on January 30, at which the 
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H. A Division for the Investigation of Special Problems,? which would be 
a part of the Secretary’s office force and would conduct investigations in the 
placing of contracts, in priority of labor demand, in powers of the Department, 
in problems of reconstruction, and would assist in formulating the national 
labor policy.? 

I. An Investigation and Inspection Service to provide the field force of 
examiners and inspectors required by the other services. 


As has been said repeatedly, a war labor administration which 
would be divorced from production would accomplish little or 
nothing. The Advisory Council accordingly took up as its next 
task the relating of the central war labor administration to the 
various production departments of government. On January 22 
it sent to the Secretary of Labor a memorandum which he approved 
on the organization and administration of the new work. This 
memorandum, after reviewing the recommendations already made 
with respect to the establishment of new services under the juris- 
diction of the Secretary of Labor, continued as follows: 


Your Advisory Council now recommends that the services which are 
approved be organized on the assumption of (a) the continuance of such 
agencies as the Industrial Service Sections of the Bureau of Ordnance, of the 
Shipping Board, of the Quartermaster Corps, and of such other bureaus as may 
be led to set up satisfactory Industrial Service Sections, (0) the utilization of 
their facilities, (c) the centralization of their activities in controlling bureaus of 
the Department of Labor. 


Secretary of War, the Secretary of the Navy, the Secretary of Labor, the Chairman 
of the Shipping Board, Assistant Secretary of the Navy Roosevelt, General Manager 
of the Shipping Board Piez, Assistant to the Secretary of War King, Senator Fletcher, 
and Congressman Alexander were present, arrived at an agreement that the Shipping 
Board was to proceed as rapidly as might be in providing housing for its employees; 
that in perfecting its plans a representative of the War Department, the Navy Depart- 
ment, and the Labor Department would act in an advisory capacity with representa- 
tives of the Shipping Board; that they should all proceed with the object in mind of 
having the housing problem ultimately administered through the Department of 
Labor in consultation with the War Department, Navy Department, and Shipping 
Board. On February 6 the Secretary of Labor appointed Otto M. Eidlitz Director 
of the Housing and Transportation of Workers Service. 

* This division of the work was formulated in memoranda dated January 19, 
February 21, and March 4. 

2 The investigator, mentioned earlier, who was to co-operate with the Secretary 
of Labor in formulating and steadily developing the national labor program was 
cited as an appropriate person to be in charge of the Division for the Investigation 
of Special Problems. 
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This recommendation is so fundamental in character that it is fitting that 
there be presented for your consideration (a) a general view of the organiza- 
tion which would result from the adoption of such a plan, and (5) the reasons 
why your Advisory Council believes that it should be adopted. 

A general view of the organization which would result from the adoption 
of such a plan may be seen in the accompanying organization chart which 
is of course a schematic presentation and not one covering alli details. The 
chart shows: 

A. That administration is centralized under the Secretary of Labor, who 
would for this purpose have his “policies board” made up (according to the 
character of the problem up for discussion) of his Advisory Council, of the 
heads of the Industrial Service Sections of other departments, and of the heads 
of the bureaus within his own department. 

B. That the Industrial Service Sections of other departments are to be 
organized (according to their needs) on the same general scheme that governs 
the organization of the new labor administration. This is, generally speaking, 
already true, with mere differences of terminology used, in those Industrial 
Service Sections which are already under way. 

C. That the chiefs of the various subsections of the Industrial Service 
Sections of other departments clear their activities through the appropriate 
bureau head of the Department of Labor. They will thus become chiefs of 
sections under these bureau heads, and, together with such other chiefs as it 
may be necessary to appoint, will form the “policies board” of the particular 
bureau head affected. 

Your Advisory Council believes that this organization scheme providing 
for connections with existing Industrial Service Sections in other departments 
should be adopted for the following reasons: 

A. It will be possible to get under way with the new administration much 
more rapidly if existing agencies are utilized than it will be if they are sup- 
planted. Promptness in getting under way is desirable both as a means of 
deserving the confidence of other departments of government, and as a means 
of facilitating the successful conduct of the war. 

B. The departments of government which have set up or which may set 
up Industrial Service Sections have entered into contacts with various firms. 
In many cases these contracts are so drawn as to give these departments a very 
considerable control of the conduct of the plants. This is particularly sig- 
nificant in the case of labor matters. More efficient action in dealing with 
these firms on labor matters can, of course, be secured by the contracting 
department than by some other department. 

C. These Industrial Service Sections are rapidly acquiring an efficient per- 
sonnel. It is not too much to say that they are combing the country for the 
best men in certain lines. It will be much easier to retain this personnel in the 
existing organization than it will be to transfer it to another, and the personnel 
problem is a very serious one in labor administration. 
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D. It will be much easier to secure appropriations for the new labor 
administration through Congress on the basis of correlation of existing agencies 
than it will be on the basis of an absolutely new start. Army, Navy, and 
Shipping have, within reason, unlimited funds, which can be applied for this 
purpose. For example, the Ordnance Bureau alone expects to have between 
300 and 400 employees in its Industrial Service Section. If these other depart- 
ments will carry the expenses involved in their Industrial Service Sections, it 
will make possible a request from Congress for a much smaller sum than would 
be necessary if everything were to be merged in the Department of Labor. 

E. Quite aside from their Industrial Service Sections, as such, these other 
departments have in their inspection forces a large personnel which can be 
used, and indeed is being used, in labor administration. These inspection 
staffs could not be used to as good advantage if the administration of labor 
were divorced from the administration of production. 

F. The system of control charts established by such bureaus as Ordnance 
furnishes accurate data on which administrative action may be taken, in that 
these charts make possible the determination of the precise character of diffi- 
culties which arise in industrial plants. It is not too much to say that very 
heavy expenditures by an agency outside of these production departments 
could not secure as accurate information concerning conditions as can be secured 
in ordinary administrative routine within the production department itself. 
This is only another way of emphasizing the fact that we must think, not in 
vague terms of “labor,” but in terms of “labor in production.” 

G. The plan proposed accords with generally approved theories of business 
administration. It secures the necessary centralization of control together with 
the wise decentralization of administration by agencies which come into direct 
touch with the problems at issue. 

H. The plan in no way limits the freedom of the Department of Labor to 
set up such supplementary agencies as may be necessary. There will accord- 
ingly result a well-rounded administration and not a piecemeal administration. 

I. The plan definitely locates responsibility and power of decision. These 
rest with the Secretary of Labor. The various activities of the Industrial 
Service Sections of other departments are cleared through the bureau heads 
of the Department of Labor. 

J. The plan is flexible in character. If, as time goes on, it should appear 
that these sections should lose their identity and thus become merged in an 
administration under the Department of Labor, there is nothing to prevent 
such action being taken. On the contrary, fusion would have been facilitated 
by a period of team work. 


Little comment is necessary concerning this memorandum. 
It is frankly a compromise, frankly an attempt to secure under 
conditions laid down by the American situation the kind of adminis- 
tration of labor in war production which was secured so simply and 
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directly in the British Ministry of Munitions.‘ The compromise 
cannot, however, properly be called a makeshift. It knits together 
in the Policies Board of the Secretary of Labor all persons respon- 
sible for war labor administration and thus secures administration 
in all production departments on the basis of uniformity of policy. 

Having thus blocked out the essential features of the new war 
labor administration and its connection with the production 
departments of government, the Advisory Council turned to (a) 
a consideration of the securing of funds to carry on the work; (0) 
a canvass of competent personnel; (c) a detailed consideration of 
some of the more important services, particularly the United States 
Employment Service; and (d) a study of the relationship of the 
new war labor administration to various other agencies of govern- 
ment, such as the committees and sections on labor of the Council 
of National Defense, the United States Employees’ Compensation 
Commission, the Committee on Education and Special Training 
of the War Department, the War Service Exchange, and the 
Federal Board for Vocational Education. 

The securing of funds was of course of most pressing importance. 
It involved by way of preliminary work (a) a survey of the problems 
which would have to be met by each service, (5) a study of the plan 
of organization which would make it probable that the service could 
meet these problems successfully, (c) the preparation of organiza- 
tion charts for the various services, and (d) an estimate of the 
personnel required and of the expense involved. These matters 
were canvassed as rapidly as might be, experts in the various fields 
being called into conference for counsel and criticism. It seemed 
to the Council that in view of the pressing character of the emer- 
gency, it would be proper for the President of the United States to 
grant from his emergency fund money sufficient to initiate the 
various services and to maintain them until Congress should have 
provided the funds for their continuance. This did not seem to 
the President expedient. It became necessary, therefore, to 
proceed on the basis of securing the funds by new Congressional 
appropriation. It was February 8 before the Advisory Council 


‘It is not to be inferred from this statement that the administration of labor in 
production has escaped serious difficulties in England. 
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was able to lay before the Secretary of Labor a draft of a letter to 
be sent to the Secretary of the Treasury transmitting estimates for 
the appropriations needed for the rest of the fiscal year 1918, and 
for the fiscal year 1919. After further study and revision, these 
estimates were sent to the Secretary of the Treasury and by him 
transmitted on February 15 to the Speaker of the House of Repre- 
sentatives. The sums asked for were exceedingly modest, the 
Council reasoning that Congress would be more or less continuously 
in session and that a modest initial appropriation would enable the 
installation of the new services. Congress could later provide for 
them according to their demonstrated merit. There was no request 
made for funds for the United States Employment Service. That 
service had been provided for up to July 1 by a congressional 
appropriation and by a special grant from the President’s 
emergency fund. There was no request for funds in connection 
with the Housing and Transportation of Workers Service since a 
special bill was pending on housing matters. Excluding these 
services, the amounts requested were as follows: 


For Remainder of For Fiscal Year 
Fiscal Year 1918 IgIg 


Commissioners of conciliation $100,000.00 $ 400,000. 
Working conditions service 17,366.00 52,100. 
Information and education service 94,233.00 282,700. 
Woman in industry service 16,450.00 49,350. 
Investigation and inspection service 125,416.00 376,250. 
Personnel service 9,800.00 29,400. 
Training and dilution service 66,100.00 198,300. 
Salaries in the Secretary’s office 41,086.64 123,260. 
Contingent expenses 11,250.00 33,750. 
Rental of quarters in District of Columbia... . 3»750.00 11,250. 





$485,451.64 $1,556,360. 


The Council next took under advisement the problem of the 
selection of the chiefs of the new services. The selection of the 
personnel of the United States Employment Service had occurred 
before the Advisory Council had been called into existence. A 
canvass of suggestions for the Director of Housing and Transpor- 
tation of Workers Service had occurred in the early stages of the 
work of the Advisory Council. In arriving at names to present in 
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connection with the other services, the Council sent some 160 
letters of inquiry to persons representing many occupations, inter- 
ests, and shades of opinion. The replies to these letters, together 
with the results from other inquiries, brought before it some 700 
names. From these names, a group of five or six was recommended 
for favorable consideration in connection with each service, with 
this comment: 

The Advisory Council suggests that in considering the personnel herein 
presented it is desirable to keep in mind the ultimate goal of having a well- 
rounded, well-balanced policies board under you in the new labor administra- 
tion. It seems to us desirable that the policies board should include a member 
who is skilled in production and production policies, a member who represents 
labor, and a member who is reasonably conversant with war activities in other 
departments. It is of course possible that one person may meet two of these 
specifications. 

Every chief of your new services should, of course, be a person who will 
be recognized the country over as an able administrator, with a sane, well- 
balanced outlook on industrial problems. 

There is of course no final assurance that the Secretary of Labor 
will confine his selection of chiefs to the lists submitted. His 
Council was called into existence on his own initiative and its 
functions were purely advisory. It is reasonable to suppose that 
he will give careful attention to a list of names which has been so 
carefully made up. 

At the same time that it submitted its recommendations on 
personnel, the Advisory Council also recommended that several 
services, specifically the Personnel Service, the Conditions of Labor 
Service, the Woman in Industry Service, and the Information and 
Education Service, be initiated without waiting for Congress to 
provide the funds to set up the services in full, arguing that it was 
desirable that the chiefs of these services should be given opportu- 
nity to study the character of the problems involved, and to perform 
preliminary work involved in the organization of the services, so 
that the work might proceed at top speed immediately upon 
favorable congressional action. 

The United States Employment Service was already in existence 
and its leading personnel appointed at the time the Advisory 
Council began its work. This service had already had placed at its 
disposal for the fiscal year 1918, $250,000 by congressional appro- 
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priation, and $850,000 by special grant from the President’s emer- 
gency fund. It later received an appropriation of $250,000 as a 
“rotary fund” for the transportation of workers. This is not an 
appropriate time or place to review in detail the organization and 
development of this service. Distinctly unsatisfactory features 
were connected with its organization and administration—features 
which caused disquiet, not only among the members of Congress, 
but also among the officials connected with employment agency 
work of the various states. The situation as it stands at the present 
moment may be summarized as follows: 

The service seems likely to avoid failure and even achieve 
reasonable success, the lack of a real scarcity of labor operating 
powerfully to the advantage of the service. The Secretary of Labor 
has laid down as the program on which the service is to guide its 
development the general principle that the ultimate object should 
be to make the state the administrative unit with federal super- 
vision and aid, but that the present emergency cannot await the 
slow processes of legislative action in forty-eight different states. 
The service is, accordingly, making co-operative arrangements with 
the employment agency work of the various states when such 
co-operative arrangements are possible, and is opening up offices 
of its own where such action is considered necessary. A bill whose 
general principles have been found acceptable by the Secretary 
of Labor, by organized labor, and by public employment agency 
officials the country over, has been introduced into Congress. Its 
fundamental aim is that o:1 providing a federated national system 
of employment exchanges, operated by the states under a form of 
federal aid and supervision comparable to the system which now 
obtains in the realm of vocational education. Many bridges remain 
to be crossed before the goal is reached. We may reasonably 
expect, however, that it is not many years, perhaps not many 
months, distant. When it has been reached, a great gain will 
have been made in the sadly needed organization of the labor 
market of this country. 

Little need be said concerning the relationships of the new labor 
administration to the outside agencies previously mentioned.’ 
Conferences which the Council held with these outside agencies 
* See p. 452. 
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made it abundantly clear that there was small probability of friction 
arising, or, stated positively, that there was every reason to suppose 
that a division of labor which was satisfactory to all could readily be 
worked out. The committees and sections on labor of the Council 
of National Defense constituted the most puzzling problem. These 
agencies had done excellent work, but the question arose whether 
the continuance of advisory agencies was advisable after an execu- 
tive mechanism had been provided. The decision finally reached 
was that an appropriate solution of this matter could be made only 
after the new war labor administration had become an actuality 
through receiving adequate appropriations from Congress. 

On March 5, the Council presented to the Secretary its final 
memorandum, dated March 4, the significant recommendation of 
which, aside from those already covered, was as follows: 


A departmental agency fitted to furnish the driving force which will secure 
efficient execution of the war labor administration should be provided. It is 
clear that the Secretary is already overburdened with the regular administra- 
tion of the department, and the Advisory Council feels strongly that the 
Secretary should himself continue to administer the adjustment work, which 
will presumably increase in scope and in demands on the Secretary’s time. 
Unless an able administrator can be found who will give his full time to the 
general supervision (under the Secretary) of these war labor matters, it is the 
judgment of your Advisory Council that the venture will not achieve its full 
measure of success. 

The person to assume this responsibility must have, above all, vision and 
administrative capacity. Possessing these, the other attributes will follow 
as a matter of course. He must be able to command the respect of the mem- 
bers of the Policies Board and must be willing to assume responsibility and 
authority. His position will be an impossible one except with the most cordial 
support of the Secretary. For, without formal title, he would be asked to 
perform under the Secretary the duties of a War Labor Administrator. 





Vv. THE OUTLOOK FOR THE FUTURE 





The course of events up to March 5 might very naturally lead 
one to conclude that within two or three weeks’ time a unified labor 
administration would come into actual operation. As a matter 
of fact, nothing of the sort happened and the situation as it stands 
at the time of writing is both curious and uncertain. The proba- 
bilities are that the final outcome will be in substantial accord 
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with the progress of events described in the foregoing pages. He 
would be a bold prophet, however, who would definitely predict 
such an outcome. 

From the point of view of the Secretary of Labor, the matter 
probably resolves itself into two main considerations: First, will 
he be able to secure from Congress the funds necessary to carry on 
the war labor administration; second, will he be able to organize 
under his jurisdiction an effective administration and be able 
satisfactorily to correlate it with the Industrial Service Sections 
now operating in the production departments? On both of these 
points he must have his misgivings, but certain considerations 
indicate a successful outcome if he assumes a position of vigorous 
and efficient leadership. 

Notwithstanding the fact that the appropriation bill has 
slumbered peacefully in Congress for two months, it is difficult to 
believe that the necessary funds will not be forthcoming. There 
is no denying the existence of an undercurrent of ugly feeling in 
congressional circles over the entire labor situation. Such a feeling 
could easily develop out of the memories of labor controversies of 
the past, the lack of well-informed public sentiment on labor 
matters, the very real demoralization of labor which has occurred 
in some cases, and the grossly misleading reports which have been 
circulated concerning labor difficulties.‘ There is also no denying 
that requests coming from the Department of Labor are viewed by 
a considerable section of Congress with misgivings, if not with 
actual hostility. This section cannot down its fears that the 
Department of Labor will be more concerned with labor welfare 
and “uplift” than it will be with the best utilization of our national 
resources by a sound administration of labor in production.? This 

* One illustration of such reports is seen in the wide publicity that was recently 
given of an alleged strike of 65,000 shipyard workers on the Atlantic coast. The 
largest number out at any time during this difficulty was 1,600 and there was little 
or no danger that the difficulty would spread, thanks to a very sane attitude on the 
part of the great mass of the workers. 

2 If the members of Congress who share this feeling could come into intimate 
contact with the Secretary of Labor, their feeling would doubtless disappear. It 
would not be easy to find a man of more judicial temperament or of greater deter- 


mination to safeguard the interests of the nation as opposed to the interests of any 
class. 
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section alleges that requests made by the Department of Labor 
in the past have not been properly supported with reasons why they 
should be granted and it further alleges that the administration of 
the Department has been wasteful and ineffective. It is not clear 
that these allegations are the real substance of the difficulty. They 
savor of being excuses rather than substantial reasons. It is, 
furthermore, not clear that the attitude of this group properly 
reflects the attitude of Congress as a whole. 

Congress cannot avoid being influenced by the fact that the 
request for a war labor administration administered by the Secre- 
tary of Labor did not emanate from the Secretary.' The issue was 
raised originally by the production departments, the Council of 
National Defense recommended that the coherent labor adminis- 
tration be under the charge of the Secretary of Labor, and the 
President of the United States issued an order to that effect. The 
President has since issued a formal proclamation constituting the 
National War Labor Board, which is one phase of the Secretary’s 
scheme of administration. It will be difficult to refuse an appro- 
priation under such circumstances. Indeed, Congress has already 
committed itself to a considerable extent. It has appropriated for 
the current year $250,000 for the ordinary administration of the 
United States Employment Service and has given the service an 
additional $250,000 as a “rotary fund”’ to provide transportation 
for war workers. The House of Representatives has passed a bill 
for $50,000,000 to provide housing facilities, with the full knowledge 
that the complete administration of this fund would be in the hands 
of the Secretary of Labor? and that an understanding existed by 
which he was to play a large part in the administration of the 

* Indeed, when the matter was being discussed in the Council of National Defense 
on January 3, the Secretary expressed his doubt whether the war labor administra- 
tion should be centered in the Department of Labor. He pointed out that a certain 
section of the business community regarded his department as a trade union depart- 
ment. While his own conscience was clear, he did not wish to see the new adminis- 
tration centered in his department if such centering would increase the difficulties of 
the case. 

* Rumor has it that some senators will attempt to amend the bill by putting the 
fund in the hands of the President. Even if this occurs, the fund will still be 


administered by the Secretary of Labor unless the President reverses his order of 
January 4, 1918 (see p. 441). 
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$50,000,000 housing fund already appropriated for the uses of the 
‘Shipping Board. Having gone this far, Congress will be disinclined 
to turn back, particularly since a strong case can be made for the 
necessity of a central labor administration and for the adequacy of 
the central labor administration which the Secretary of Labor has 
devised. It is worth noting in this connection that even if Congress 
should fail to pass the specific appropriation bill herein referred to, 
but should pass in satisfactory form the so-called Overman Bill, 
which is now pending, power would be given to the President of 
the United States to carry out his order of January 4, authoriz- 
ing the Secretary of Labor to set up a national administration, 
by transferring to his jurisdiction the requisite agencies and 
instrumentalities. 

Granted that the funds are forthcoming, the Secretary is in a 
strong position to carry out his plan. This plan has not flowed 
from a priori reasoning ‘‘on the nature of things,” but has been 
evolved from a survey of the actual difficulties which face the 
production departments. On the basis of that survey, an organi- 
zation scheme was prepared which was then checked with the 
scheme of the British Ministry of Munitions in order to make 
certain that all contingencies had been covered. It was then 
correlated with the administration of labor in the various produc- 
tion departments by a device which has received the cordial support 
of all those departments. The plan of administration is thus a 
practical one. If now the Secretary of Labor will provide promptly 
a well-rounded, definite national labor program, if he will appoint 
to the positions of responsible leadership in the various services 
men in whom the Industrial Service sections of the production 
departments have confidence, and if he can make these appoint- 
ments before the Industrial Service sections have too definitely 
crystallized their own procedures, his administration should be 
successful. His difficulties are not negligible; his handicaps are 
many. His responsibility and his opportunity are staggering. He 
has the responsibility of securing an effective utilization of the 
labor resources of the nation. He has the unique opportunity of 
leading the nation to a new era of industrial relationships in the 

coming years of peace. 
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In Washington, nothing is more certain than uncertainty. 
Events may very easily take such a turn that our war labor adminis- 
tration will not be conducted in the ways and under the auspices 
that now seem probable. It may develop that it would be unwise 
to have them so conducted. The growing restlessness of the 
production departments over the delays connected with the 
emergence of a rounded labor program and its effective admin- 
istration may lead to action in some new direction, though this 
is very unlikely. In any event, the efforts of the past few 
months will not have been in vain. The necessity of centralized 
administration has been made clear, and the issue has been narrowed 
to one of appropriate methods and agencies. 

L. C. MARSHALL 
UNIVERSITY OF CHICAGO 
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THE WAR RISK INSURANCE ACT 
I. INTRODUCTION 


The War Risk Insurance Bill? (H.R. 5723) which was approved 
October 6 last is one of the most important items in our list of war- 
time legislation. It embodies a comprehensive program for: (a) the 
support of the families of the men in service; (0) compensation for 
those killed, disabled, or enfeebled in service, together with pro- 
vision for the re-education of the disabled; (c) voluntary insurance 
at low rates, administered by the government. 

Prior to the present Great War governments had taken few 
steps to relieve distress in the families of soldiers, or to provide in 
advance for the future of those who returned from the front, or 
for their families should they not return. In every past war the 
soldiers and their families have indeed suffered more than perhaps 
any other section of the population. There was some relief by 
the individual states during our Civil War,? but decentralized 
administration combined with scanty knowledge of scientific 
relief decreased the effectiveness of the aid offered. The pension 
system adopted by the government has been notoriously abused: 
the five billion dollars spent for this purpose have been used for 
political aggrandizement rather than for adequate relief. 

All the belligerent countries, realizing the necessity of protecting 
living standards at home and of freeing the soldiers from anxieties, 
have provided some form of government aid to the families of men 
in service. The amounts of these allowances vary widely, but they 
are usually graduated according to the size of the family. In 


The War Risk Insurance Act here under discussion is to be distinguished from 
the War Risk Insurance Act of September 2, 1914, which pertained to shipping. 

2See an article by Carl R. Fish, “Social Relief in the Northwest during the 
Civil War,” American Historical Review, XXII (January, 1917), 309-24. 

3 Canada provides a flat separation allowance irrespective of the size of the 
family. This is supplemented, however, by grants from the Canadian Patriotic 
Fund graduated according to the size of the family and the relative cost of living in 
the locality. For a description of the Canadian system see S. Herbert Wolfe, Care of 
Dependents of Enlisted Men in Canada, Children’s Bureau, “Miscellaneous Series,” 
No. 10; Paul U. Kellogg, The Patriotic Fund of Canada, American Red Cross Bulle- 
tin 155; H. R. Y. Reid, ‘War Relief in Canada,”’ National Conference of Social Work 
(1917), pp. 126-39. 
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Great Britain and Russia government allowances are paid to the 
wives and children of every man in the service irrespective of eco- 
nomic need, while in other countries aid is given only if the families 
are actually in need of assistance." 

In 1916, Congress took tardy steps to relieve the distress among 
the families dependent upon enlisted men in the Army during 
their service on the Mexican border, but the relief offered was poorly 
co-ordinated,? and the payments were made irrespective of the 
number of dependents. 

Soon after our formal declaration of war the American govern- 
ment took steps providing for the families of men in service. The 
Council of National Defense appointed Judge Julian W. Mack, of 
Chicago, to draft legislation to provide not only government allow- 
ances but also compensation to the disabled, together with pensions 
for widows and dependents. 

Secretary McAdoo, pursuing an independent investigation, 
called a conference of life insurance officials on July 2 to consider 
whether insurance should be offered by the government or by the 
private companies. The private companies had been compelled to 
levy prohibitive premiums because of the great extra risk and the 
lack of any adequate war mortality tables. In some cases the 
yearly premiums ran as high as $100 per $1,000 of insurance.3 
At this July conference Vice-President Woodward, of the Metropoli- 
tan Life Insurance Company, alone made a definite offer. He 
stated that his company would write a total of $300,000,000 
worth of insurance at a yearly premium rate of $58.00 per $1,000. 
By a vote of 103 to 4 the insurance men finally approved the 
issuing of insurance by the government.*’ A committee of insur- 
ance experts appointed by Secretary McAdoo to advise the govern- 
ment, however, later expressed itself as opposed to the method of 

' For a description of foreign systems see S. Herbert Wolfe, Governmental Pro- 
visions in the United States and Foreign Countries for Members of the Military Forces 
and Their Dependents, Children’s Bureau, ‘Miscellaneous Series,” No. 11. 

2A total of $6,250,000 was appropriated by Congress for this purpose. The 
allowance varied according to the amounts the soldiers had been previously contribut- 
ing to the support of their families. The maximum monthly grant to any family was 
$50.00. (39 Stat. L., 649, 8or, 859.) 

3 Commercial and Financial Chronicle, July 7, 1917. 4 Ibid. 
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insurance proposed. The nature of this opposition will be discussed 
later in this article. 

Judge Mack, with the assistance of S. Herbert Wolfe, Julia C. 
Lathrop, and others, drafted the bill during the month of July. 
It was then submitted to Secretary McAdoo, who gave it his hearty 
approval; transmitted to President Wilson, who in turn expressed 
his appreciation; and was introduced simultaneously in the House 
and Senate on August 10. Representative Alexander and Senator 
Simmons were its sponsors in the House and Senate respectively. 

In his letter to the President, Secretary McAdoo indicated that 
the bill had two purposes: 

Its main purpose is to grant a reasonable government indemnity against 
the losses and risks incurred in the discharge of a patriotic duty to which the 
government has called and forced the citizens. It aims to accomplish these 
ends by granting a reasonable measure of indemnity against the risk of loss of 
support of the bread-winner, or of life and limb, or present insurability at 
ordinary rates. 


But this was not all, for the Secretary declared, “‘It ought also to 
check any future attempts at service-pension legislation by enabling 
a man now to provide against impairment through old age, total 
disability, or death resulting from other causes.” 

In discussing the question of possible expense, Secretary 
McAdoo said: 


It must be borne in mind that the government will not escape these ex- 
penditures if this plan of compensation and insurance should be rejected, for 
the pension plan would then be resorted to and the cost would likely exceed 
that of the proposed plan. At the same time the pension system would not 
provide the same benefits nor cover the subject in the same comprehensive, 
human, and equitable way. No provision is made in our pension laws for 
family allowances while the men are at the front, nor for rehabilitation, etc." 


Plainly then one of the integral purposes of the act was to pro- 
vide a substitute for disability pensions by means of a scientific 


tIn a letter to Judge W. C. Adamson, chairman of the House Committee which 
reported the bill, Secretary McAdoo further said, ‘This . . . . insurance and com- 
pensation measure will be a substitute, or should be a substitute, for the pension 
system as applied to the present war, and ought to make impossible, as it will certainly 
make unnecessary, future pension legislation with all its inequalities and favoritism.” 
Sixty-fifth Congress, First Session, House of Representatives, Report No. 130, p. 3. 
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system of compensation, and for service pensions by means of volun- 
tary insurance issued at even lower than peace-time rates. 

The opposition at the hearings and on the floor of Congress was 
directed chiefly against the insurance features of the bill. The 
House Committee voted to reduce the amount of insurance which 
the soldier could take out from $10,000 to $5,000, but upon the 
request of President Wilson the original amount was restored. 
When finally approved the one great change from the original bill 
consisted in the replacement of compensation graduated according 
to the army pay, with liberal minimum limits by a scale fixed irre- 
spective of military rank. 

An appropriation of $176,250,000 was made to meet the 
demands occasioned by the act. Of this, $141,000,000 was for 
family allowances, $12,150,000 for the compensation provision, 
$23,000,000 for the insurance fund, and $100,000 for administrative 
expenses." 

The administration of the act was given, not to the Pension 
Bureau, as advocated by some, but to the War Risk Insurance 
Bureau. This Bureau had been created in September, 1914, 
to insure vessels and their cargoes, and its functions had been 
expanded by the act of June 12, 1917, requiring the owners of all 
American merchant ships touching at American ports to insure all 
officers and men against loss of life and personal injury. 

The various features of the bill are so arranged that they dove- 
tail very effectively into one another. The allotment and allow- 
ance provisions protect the families of the men while in service; 

* Secretary McAdoo, upon the advice of Captain Wolfe, had estimated the 


total expenditures for the first and second years as follows: 











First Year Second Year 

Family allowances................. $141,000,000 $190,000,000 
Death indemnities................. 3,700,000 22,000,000 
Compensation for total disability... . 5,250,000 35,000,000 
Compensation for partial disability... 3,200,000 21,000,000 
Insurance against death and disability 23,000,000 112,500,000 
Es Scan ebed banuniedaeeues $176,150,000 | $380,500,000 











The estimates as to expenditures for insurance were undoubtedly 
derived from the experience of Toronto, Canada, which by May, 1917, 
had issued $42,000,000 worth of insurance, three-quarters of which was 
carried by a municipal fund. 
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the compensation given for disability or death protects the soldier 
or his family after he has left service; while the insurance features 
permit the soldier or sailor to provide further protection against 
death or disability in addition to that afforded by the compensation 
clauses. These features will now be taken up in turn.* 


II. THE ALLOTMENT AND ALLOWANCE PROVISIONS 


One of the first questions that comes to mind is, Why is it neces- 
sary to provide stipends for the families of men in service, when the 
government’s policy has been to exempt men with dependents ? 
Though the farsighted policy of the administration in this respect 
has made the number of dependent families far fewer than they 
would otherwise have been, it has by no means eliminated them. 
Vast numbers of men in service have dependents. They are: 
(a) married men who were enlisted in either the National Guard 
or the Regular Army and were consequently mustered into service; 
(b) married men who, because of the severity of some local exemp- 
tion boards, were conscripted for service in the first draft; (c) 
married men who enlisted under assumed names, or without the 
knowledge of their wives; (d) married men with dependents who 
nevertheless waived exemption, either because of patriotism or a 
desire to escape from their families; (e) single men who did not 
have dependents at the time of their entrance into service, but 
who, because of the death or disability of some other source of 
support have since become the sole or chief support of parents, 
sisters, etc. 

t For the text of the act see Public Document, No. go, Sixty-fifth Congress, First 
Session, H.R. 5723. For fuller explanation of the law and the methods of administra- 
tion see Bulletins of the Bureau of War Risk Insurance: No. 1, Terms and Conditions 
of Soldiers and Sailors Insurance; No. 2, Brief Outline of Family Allowances, Allotments, 
Compensation, and Insurance for the Military and Naval Forces of the United States; 
No. 3, Family Allowances, Allotments, Compensation, and Insurance for the Military 
and Naval Forces of the United States (an explanation of the act by Judge Mack); No. 4, 
Uncle Sam’s Insurance for Soldiers and Sailors. An excellent unofficial statement of 
the act is given in A.R.C. No. 207, Handbook of Information for Home Service Sections, 
pp. 30-52. W. F. Gephart’s note, “The War Risk Life Insurance Act of the United 


States,” Am. Econ. Rev., March, 1918, pp. 195-202, is suggestive in the insurance 
features. 
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Furthermore, it is doubtful if the government can maintain its 
policy of exempting men with dependents throughout the war. 
The war, if long continued, will make tremendous demands upon the 
man power of the country, and those at present listed under the 
draft in Classes II, III, and possibly IV may be drawn upon. Some 
system of relief is therefore necessary. 

The bill provides for a system of “allotments” and “allow- 
ances,’’ the former from the men’s pay, the latter from government 
funds. The allowance is paid only if a previous allotment has 
been made. 

The dependents are grouped for the purpose of the act into two 
classes: Class A, wives or children. The term “‘wife’’ includes a 
divorced wife who has not remarried and to whom alimony has 
been decreed, and a common-law wife with whom the man has 
been openly living for two years prior to the declaration of war.’ 
All the following who are under eighteen or, if over, who are help- 
less, are regarded as children: legitimate children, stepchildren, 
children legally adopted either six months before the passage of 
the act or a similar time before entrance into service, and illegiti- 
mate children whom the father has acknowledged in writing, or 
toward whose support he has been ordered by the courts to con- 
tribute. 

Class B, all others. 

All men who have dependents in Class A are compelled to allot 
a minimum of $15.00 a month and not more than one-half his 
monthly pay. Within this maximum, the man must allot an equal 
amount to that given outright by the government in the form of 
allowances. This allotment cannot be waived by the man himself, 
and it can be waived by the wife only when she produces evidence to 
prove that she is able to support herself and the children without 
assistance from the government. After the allotment has been 
made the government adds an allowance graduated according to the 


t In England the question whether the de facto or de jure wife should be recognized 
in the payment of separation allowances was most troubling. Indeed the conditions 
disclosed led to the introduction of the new separation bill and a further attempt 
at divorce-law reform. See E. S. P. Haynes, Fortnightly Review (January, 1918), 
pp. 107-12. 
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number of dependents. The amounts of the monthly allowances 
are as follows: 


eee: ee $15.00 
| ee ee 25.00 
GC) Wife and two CREATION. 02... cc icsccccccccccsece 32.50 
d) For each additional child above two............... 5.00 
e) If there be no wife, but one child.................. 5.00 
f) If there be no wife, but two children............... 12.50 
g) If there be no wife, but three children............. 20.00 
h) If there be no wife, but four children.............. 30.00 
4) For each additional child over four................ 5.00 


Men are not compelled to make allotments of their pay to 
dependents in Class B, but if they do so the government will, under 
certain conditions, add an allowance to the allotment. 

The scale of monthly allowances for dependents in Class B 
follows: 


CU I III asics crac ccsiotrcntate Ser cnt eee ree $10.00 
ie I. wiknadndcendeaeebanedues 20.00 
c) For every grandchild, brother, sister, or additional 

MINER isa iercte a trata ceaacaone eke yaimaee ested 5.00 


These allowances, however, will be paid only if members of Class B 
are dependent either in whole or in part upon the enlisted man, and 
if he makes an allotment of pay equal in amount to the allowance 
given. The enlisted man, however, is not required to allot more 
than one-half of his pay. If he is making no allotment to depend- 
ents in Class A, he must assign a minimum of $15.00 monthly, but 
if he is making such allotment he need only assign one-seventh of his 
pay, or a minimum of $5.00 monthly, in order that such dependents 
in Class B may then receive the regular government allowance. 
The sum of the allotments and allowances to dependents in Class B 
must not, however, exceed the total amount habitually contributed 
by the enlisted man to their support. 

Not more than $50.00 can be paid in monthly allowances to the 
dependents of any one man. Should this be insufficient to grant 
allowances to all entitled to them, present wives and children take 
precedence over divorced wives; all dependents in Class A take 
precedence over all those in Class B. Payment of the allowance 











468 JOURNAL OF POLITICAL ECONOMY 


is not automatic, but application must be made for it either by the 
man himself or by the beneficiary. 

It is interesting to note that prior to the passage of this act 
seven states had enacted legislation providing allowances for 
dependents of soldiers and sailors with an average monthly allow- 
ance of $22.50 for the dependent wife and of approximately $7.00 
for a dependent child.t The sponsors of the bill indeed clearly 
stated that state grants should be made to supplement the federal 
system when the latter proved to be insufficient locally. 

Excellent as this act is, it does not remove all necessity for 
further financial assistance. There are several groups of depend- 
ents who are not provided for by it: (1) Families of officers. Since 
an officer is not compelled to allot any portion of his pay, no allow- 
ance is made to his family by the government. The supposition 
was that since an officer is a “‘gentleman,”’ he will surely provide 
for his family.2 Many officers, however, have not done so, and 
their families are suffering in consequence. (2) Parents, grand- 
parents, etc., to whom no allotment is made. Since the act does not 
require enlisted men to allot a portion of their pay to their parents or 
other dependents, a large percentage of the single men in service 
are not doing so, even though it may be needed by dependents at 
home. The government, however, offers an inducement to the 
soldier to allot a portion of his pay by giving an allowance, and can 
apply further pressure by means of a clause empowering the Secre- 
tary of War and the Secretary of the Navy to withhold up to one- 
half the monthly pay. This amount is to be treated as a deposit 
drawing 3} per cent interest. (3) Families where the amount of 
the allotment plus allowance is not sufficient to meet their real 
needs. The maximum allowance per family is $50.00 per month; 
this amount, plus the minimum allotment of $15.00, would afford 
an income of $65.00 a month or $780.00 a year. Though this is 
probably sufficient at the present time for most soldier’s families, it 

* Maine, Vermont, New Hampshire, Massachusetts, Connecticut, Michigan, and 
Wisconsin. For the scope and administration of these state systems see Katherine Z. 
Wells, “State Action for Soldiers Families,” Survey (September 29, 1917), Pp. 570-71- 


2 Judge Mack said, “It was not believed that it was essential to compel an officer 
to do his duty to his family. We could leave that to them.” War Risk Bureau Bulle- 
tin, No. 3, p. 9. 
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is not sufficient for all. A family with several children, whose head 
has either sought refuge in the Army or has been mustered in 
through the federalization of the militia, will find it almost impos- 
sible to make both ends meet upon such a sum. 

Furthermore, the increase in the cost of living may render this 
allowance inadequate in the future for many families. Investiga- 
tions for the Shipping Board show that the cost of living on the 
Pacific coast increased approximately 7 per cent from October 11 
to February 1. Credit inflation is causing a rapid rise in prices 
which cannot be expected to cease during the war. The govern- 
ment must be prepared to revise the system of allowances should the 
cost of living continue to climb." 

Much distress has been caused by the delay in transmitting 
allowances and allotments from the War Risk Insurance Bureau. 
In justice to the Bureau it must be pointed out that the task has 
been literally herculean. The Bureau had employed only some 
forty clerks before the passage of the act; by February 1 its 
officials numbered over eighteen hundred, while by April r5 its 
force had increased to 3,300. Though the act was passed October 
6, Secretary McAdoo has stated that “‘practically no applications 
for allotments and allowances were received prior to December 1, 
1917.’ Within two months (from that time) the Bureau received 
approximately 1,170,000 such applications. In 730,000 cases 
investigation showed that “the soldiers had no dependents and 
therefore no aliotments were made nor could any allowances be 
granted. Awards were made in 426,000 of the remaining 441,000 
cases.”3 Trouble was encountered in 15,000 cases because of in- 
complete application. By April 6 over 1,700,000 checks had been 
mailed by the Bureau. 

The Bureau was not able to mail the November checks till 
January 14, the December checks were mailed February 7, and the 

* The failure of the English government to revise adequately its separation allow- 
ances in the face of rapidly increasing prices has been one of the sources of discontent 


in Britain. See Bulletin No. 237 of the United States Bureau of Labor Statistics, 
Industrial Unrest in Great Britain. 

? The Official Bulletin (February 8, 1918), p. 5. Published by the Committee on 
Public Information. 
3 Ibid. 
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January checks by February 18. The February payments were 
likewise delayed. The work of the Bureau has now been systema- 
tized, and such delay will probably not occur again. 

The Red Cross through its Home Service sections is the logical 
institution to offer supplementary assistance to all those families 
whose needs are not met by the act. It can give the needed 
plasticity and local attention. Perhaps more important than its 
money grants are the possibilities of giving effective social service 
in the form of advice and counsel to the families of enlisted men.’ 


III. COMPENSATION PROVISIONS 


The compensation features of the War Risk Insurance Bill 
are but the logical extension of the principles of social insurance. 
War is a distinctly dangerous trade, and it is but just that the 
employer should provide compensation for injuries incurred by the 
soldiers and sailors. The compensation offered is for diseases in- 
curred as well as for injuries suffered ‘‘in the line of duty.”” The 
contraction of syphilis or ghonorrhea will not, of course, be com- 
pensated, since it results from ‘wilful misconduct.” Unlike 
the allotment and allowance features, compensation is provided for 
officers as well as for men. 

The original bill as drawn by Judge Mack and introduced into 
Congress provided for a compensatory scale graduated according to: 
(1) number of dependents and (2) pay received. For death the 
scale of compensation per month was as follows: 


a) Surviving widow without children, 25 per cent of pay but not less than 
$30.00. 

b) Widow and one child, 35 per cent of pay but not less than $40.00. 

c) Widow and two children, 40 per cent of pay but not less than $50.00. 

d) For each additional child up to two, 5 per cent additional but not less 
than $5.00 for each. 

e) One child with no widow surviving, 20 per cent of pay but not less than 
$15.00. 

f) Two children with no widow surviving, 30 per cent of pay but not less 
than $25.00. 


* The opportunities and problems of home service together with the steps taken 
to meet them by the Red Cross are discussed in an article by the writer in School and 
Society, March 9, 1918, pp. 271-77. 
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g) Three children with no widow surviving, 40 per cent of pay but not 
less than $35.00. 

h) For each additional child up to two, 5 per cent additional but not less 
than $10.00 for each. 

i) Widowed mother, 20 per cent of pay but not less than $25.00 


The original scale for total disability was as follows: 


a) Man alone, 40 per cent of pay but not less than $4c.00. 

b) Wife, but no children, 50 per cent of pay but not less than $55.00. 

c) Wife and one child, 55 per cent of pay but not less than $65.00. 

d) Wife and two or more children, 60 per cent of pay but not less than 
$75.00. 

e) No wife, but one child, 50 per cent of pay but not less than $50.00. 

f) For each additional child up to two, 5 per cent of pay additional but not 
less than $10.00. 

g) For dependent widowed mother, 10 per cent of pay but not less than 
$10.00 in addition. 


For persons so injured as to be in constant need of a nurse an 
additional sum up to $20.00 was allowed. The maximum monthly 
payment to the family of any one man was fixed at $200.00. 

This basis of compensation upon pay received was attacked 
upon the floor of the House. Representative Black, of Texas, and 
others protested against giving larger stipends to the dependents 
of officers than to the dependents of enlisted men. Mr. Black 
declared that the Mack bill preserved the “distinction of rank 
and pay beyond the borders of the grave.”* The democratic 
nature of the draft was urged as a reason why discrimination should 
not be practiced against the families of the enlisted men. By a 
vote of 139 to 3 the House approved the Black amendment pro- 
viding equal care for the dependents of officers and enlisted men. 

As the bill passed the House, the following monthly amounts of 
compensation for death were established: for widow and no 
children, $35.00; for widow and one child, $45.00; for widow 
and two children, $52.50; for each additional child, $5.00; for 
one child but no widow, $20.00; two children, $35.00; three 
children, $45.00; for each additional child up to two, $10.00; 
for widowed mother, $30.00. It will be noticed that the new 


™ Congressional Record, Sixty-fifth Congress, First Session, LV, 7719. 
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monthly rate was, with a few exceptions, $5.00 more than the mini- 
mum provided for under the Mack scale. 

The scale of compensation for total disability also established an 
equal basis of compensation for officers and men. The monthly 
compensations provided for both classes were the same as the 
minimum payments provided for under the original bill. 

When the House and Senate bills went into conference, the 
feature of equal compensation irrespective of rank or pay was 
retained, but the scale was lowered. The scale of monthly com- 
pensation finally adopted follows: 

For death: 

a) For widow alone, $25.00. 

b) For widow and one child, $35.00. 

c) For widow and two children, $47.50. 

d) For each additional child, $5.00. 

e) One child, but no widow, $20.00. 

f) Two children, $30.00. 

g) Three children, $40.00. 

h) For each additional child up to two, $5.00. 

4) For widowed mother, $20.00. 

For total disability: 

a) Man alone, $30.00. 

b) Wife, but no child, $45.00. 

c) Wife and one child, $55.00. 

d) Wife and two children, $65.00. 

e) Wife and three or more children, $75.00. 

f) No wife, but one child, $40.00. 

g) For each additional child up to two, $10.00. 

h) Widowed mother, $10.00. 

The final rates, therefore, not only established equal compensa- 
tion for all members of the military and naval forces, but were 
actually lower than the minimum grants afforded in the bill as 
presented by Judge Mack. Equality was obtained, therefore, 
by leveling the compensation of the officers to a lower point than 
that originally guaranteed to the privates." The discussion of the 
wisdom and justice of this measure is given in a later section. 

* With the exception that in case of death a surviving child without widow receives 


$20.00 instead of $15.00; two children $30.00 instead of $25.00; and three children 
$40.00 instead of $35.00. 
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The committee drawing up the bill was faced with a difficult 
problem in providing compensation for partial disabilities. Com- 
pensation on the basis of temporary total disability would be inade- 
quate, because, while the soldier might be able to go back to work 
within a few weeks, he might also be handicapped for life and 
thus suffer a permanent loss of earning power. Two other methods 
were possible: compensation for a stated number of weeks or com- 
pensation based on the impairment of earning capacity irrespective 
of a time limit. Though the former is the method used by most 
states," its only merit is definiteness and ease of administration. 
The period in which the injured party suffers financially because 
of his injury rarely coincides with the period for which compensa- 
tion is given. Should compensation, on the other hand be based 
on the loss of earning power, there is danger that the injured 
person would not be anxious to rehabilitate himself, for by approach- 
ing his previous earning capacity he would be cutting down his 
compensation allowance. 

The act is based on the principle of compensation for impaired 
earning capacity without a time limit, for it reads: “if and while 
the disability is partial, the monthly compensation should be a 
percentage of the compensation that would be payable for his total 
disability, equal to the degree of the reduction in earning capacity 
resulting from the disability.”’ 

It is further enacted: 

A schedule of ratings of reductions in earning capacity from specific 
injuries or combinations of the injuries of a permanent nature shall be adopted 
and applied by the Bureau. The ratings shall be based as far as is practicable 
upon the average impairments of earning capacity resulting from such injuries in 
civil occupations, and not upon the impairment in each individual case,? so that 
there shall be no reduction in the rate of compensation for individual success in 
overcoming the handicap of a permanent injury. 


The plain purpose of this second section is to give the injured 
man every inducement to rehabilitate himself. His compensation, 
since it is based on the “average impairments of earning capacity,” 


*See chart showing details of the compensation laws of the various states, in 
Bulletin No. 203 of the United States Bureau of Labor Statistics, Workmen’s Com- 
pensation Laws of the United States and Foreign Countries, p. 128. 


2 Italics are mine. 
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is not decreased if he succeeds in raising himself to his former earning 
capacity. 

A further problem is, however, created by the terms of the act, 
namely, what is meant by previous ‘‘earning capacity”? Is it 
army pay or pre-war earnings in civilian occupations? The word- 
ing is not clear upon this point. Dr. Rubinow seems to believe 
that the army earnings are chosen as the base’ from which impair- 
ments are computed. If this is so, there is a manifest injustice. 
The army pay of the average soldier is not equal to the wages that 
he has been receiving in civil life. To interpret the law in this 
fashion would be to work a great wrong. 

Complete justice is indeed not given by computing the impaired 
earnings from the base of pre-war wages. If the war is to be of long 
duration the soldier will have sacrificed a considerable period from 
industrial life. Had he continued in industry, would not his wages 
have increased markedly because of the experience that he would 
have acquired? To base compensation upon his earnings prior to 
his entrance into service does not allow him any compensation for 
loss of potential earning power which he has sacrificed. 

The wording of the act is so loose that the decision as to which 
of these two bases is to be used will probably be made by the 
director of the Bureau. Ideally the standard that should be used 
is that of the wage which the soldier probably would have been 
receiving when he was injured. Practically the determination of 
this wage may be so difficult that it cannot be employed, in which 
case the pre-war earnings should be used. The use of military 
or naval pay as the basis of computation should under no cir- 
cumstances be employed if it is possible to interpret the act 
otherwise. 

The act is noteworthy in providing for medical care. The 
bill grants “such reasonable governmental medical, surgical, and 
hospital services, and such supplies, including artificial limbs, 
trusses, and similar appliances as the director may determine to be 
useful and reasonably necessary.” The fact that there is neither 
a time nor a money limit to the amount of medical aid that can be 


I. M. Rubinow, “Compensation for Invalids of the War,”’ Survey (September 22, 
1917), P- 543- 
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given marks this act as one of the few compensation laws that have 
recognized the necessity of medical care." 

The most important contribution which the act makes to the 
theory of workmen’s compensation is provision for the rehabilita- 
tion and re-education of the disabled. It thus deals with a vital 
problem that has been almost universally neglected by compensa- 
tion legislation. The disabled person needs, not only a money 
grant, but also training, so that his disability will be the slightest 
possible hindrance to his re-entering industry.? Social efficiency, as 
well as justice to the individual demands this. European efforts to 
care for war cripples* undoubtedly induced Judge Mack to include 
this provision in his bill. 

There are three ways by which the government puts pressure 
upon the disabled man to accept treatment—one negative and 
the other two positive: (1) If he refuses training his compensation 
is suspended. (2) If he accepts training and improves his economic 
condition, his compensation is not cut down because of his assiduity. 
(3) If he is prevented from pursuing a gainful occupation while 
being trained, he is re-enlisted in the Army for this period. He 
therefore receives army pay and his family is entitled to the family 
allowances and allotments as before.‘ 

* For an analysis of existing provisions for medical aid under workmen’s com- 
pensation, and an argument for liberal treatment see I. M. Rubinow, “Medical 
Benefits under Workmen’s Compensation,” Journal of Political Economy, XXV 
(June, 1917), 580-620; (July, 1917), 704-41. 

?The way in which workmen are reduced by serious accidents from skilled to 
unskilled labor is shown in John C. Faries’, The Economic Consequences of Physical 
Disability; A Case Study of Civilian Cripples in New York City, Publications of the 
Red Cross Institute for Crippled and Disabled Men, No. 2. 


3A vast amount of literature has accumulated around the re-education of the 
disabled. McMurtrie’s ‘The War Cripple,” Columbia University War Papers, Series 1, 
No. 17, gives a succinct statement of the problem. Perhaps the best source is the 
English periodical Returned to Life, edited by Lord Charnwood; the American Journal 
of Care for Cripples, of which Douglas C. McMutrtrie is editor, also contains much valu- 
able material. Fora complete bibliography on this topic see McMurtrie, A Bibliog- 
raphy of the War Cripple. Publications of the Red Cross Institute for Crippled and 
Disabled Men, No. 4. 


4Since this was written a bill has been introduced in Congress at the suggestion 
of the Surgeon General to make the provisions of the Compensation Act apply to 
badly crippled men receiving vocational re-education. Their families would thus 
receive the compensation payable for total disability during the period of re-education 
rather than the allotments and allowances. 
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The exact methods to be used in re-educating the disabled are 
left for future legislation. In the meantime the Surgeon General’s 
department is making provision for beginning the work while the 
men are in service. 

Several lamentable developments of pension administration 
have been guarded against by the law: (1) In order to receive 
compensation the man must obtain a certificate from government 
medical inspectors within a year from his withdrawal from service, 
stating that he is suffering from injury or disease likely to cause 
death or disability. If death or disability does primarily result 
from such injury or disease, compensation will be paid; otherwise 
not. This prevents the practice which has prevailed of old soldiers 
claiming compensation twenty and thirty years after the Civil 
War for injuries received in that war. (2) Claim for compensa- 
tion must be made within five years after the cause of such com- 
pensation occurred. This has the further effect of preventing 
widows from filing claims as an afterthought. (3) A woman who 
marries a soldier later than ten years after he receives the injury 
from which he dies will not receive compensation from the govern- 
ment. The disgraceful spectacle of young women marrying old 
soldiers for their pensions will consequently be avoided. 

Though Congress passed this bill with all its barriers against 
future pension legislation, it yet raised (by means of a “rider’’) 
all existing pensions to widows to $25.00 a month. That Congress 
intends to turn over a new leaf is therefore not clearly demonstrated. 


IV. INSURANCE PROVISIONS 


The most bitterly contested article of the bill was that pro- 
viding government insurance. The reasons for including insur- 
ance provisions in the bill were two: first, the non-insurability of 
the risks by private companies; second, the forestalling of future 
attempts at service pensions. The war has created two varieties 
of non-insurability: (a) The practical impossibility of soldiers’ 
securing insurance from private companies. Many companies 
refuse to write any policies; others have fixed prohibitively high 
premium rates. Few will issue policies for less than $50.00 annual 
payment on $1,000 of insurance; some placed the rate as high 
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as $100.00 per $1,000. (b) Many men now in good health will 
come back from the war in such impaired condition that private 
companies will not then insure them. Yet they may not be so 
disabled as to come under the compensation provisions of the act. 
Government insurance is then necessary to protect them. 

The committee of experts from private insurance companies 
appointed by Secretary McAdoo opposed optional insurance and 
favored “increasing the amount of compensation provided, by a 
grant on the part of the government of a stated amount of life 
insurance to every fighting man without any premium.’* This 
alternative proposal was in effect a recommendation for a lump- 
sum compensation payment in addition to the monthly instalments 
already provided for; it was not insurance in any true sense of the 
term. Mr. Parker in the minority report of the House Committee 
centered his opposition upon the insurance feature and favored 
increasing the compensation.? Though some opposition developed 
upon the floor of the House, the insurance section was easily passed, 
only five representatives voting against it. 

The bill provides that every person in service may apply to the 
Bureau without medical examination for from $1,000 to $10,000 
insurance against death or total disability resulting from any causes 
either during or after the war. The insurance provided is thus 
general insurance and not exclusively war insurance. Only near 
relatives can be named as beneficiaries. The United States bears, 
not only the extra mortality and disability cost resulting from the 
war, but the cost of administration also, so that the premiums are 
actually lower than the normal peace-time rates. During the war 
and for not more than five years afterward the insurance is to be 
so-called “‘term’’ insurance, holding for successive terms of one year 
with no surrender value. Premiums are to be paid monthly and 
deducted from the soldiers’ and sailors’ pay. The insured person 
is given the opportunity of converting the term insurance within 


* Statement by Geo. M. Ide, chairman of this committee, The Nation (February 7, 
1918), p. 158. 

* House of Representatives, Sixty-fifth Congress, First Session, Report 130, 
Part 2, p. 9. 
3 Parents, grandparents, children, grandchildren, wife, brothers, and sisters. 
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five years after the war, without medical examination, into some 
policy issued by the Bureau. If he does not do so the insurance 
will automatically expire. The Bureau was also empowered by 
the act to designate the forms of insurance for which the term 
insurance could be exchanged, and to fix the premiums. 

The Bureau of War Risk Insurance has stated that the term 
policies may be converted into the following forms: (a) whole- 
life, (6) payment life, (c) endowment, (d) other policies to be 
announced later." Especially significant is the Bureau’s state- 
ment that the premium cost upon the converted policies ‘will be 
a fixed premium without expense charge. This means that it will 
be cheaper than the now published rates of insurance companies because 
the government will not charge for running or overhead expenses.’” 
The government is plainly committed, therefore, to continue to 
bear the cost of administration after the war. 

A time limit of 120 days was fixed in which the men in service 
could apply for the insurance. During this time the government 
provided free and ‘‘automatic”’ insurance to the amount of approxi- 
mately $4,300. 

It had been thought at first that flat-rate premiums would be 
levied irrespective of age, but the Bureau instead graduated them 
according to years. The monthly cost for men of 21 is $0.65 for 
every $1,000 of insurance; for men of 31 it is $0.70 for every $1,000; 
for men of 41, $0.82 for every $1,000. Since the annual premiums 

* Bureau of War Risk Insurance, Bulletin No. 4, Uncle Sam’s Insurance for 
Soldiers and Sailors, p. 5. 

2 Tbid.; italics are mine. 


3 The following table gives the monthly premium cost: 
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The rate goes up sharply after 50 years, until a man of 65 years pays a monthly premium of $3.35 
per $1,000 of insurance. 
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will increase every year because of the man’s greater age, an induce- 
ment is given for early conversion into some other form of policy. 
The insurance is not to be paid in a lump sum, but in 240 
monthly instalments. Table I shows the monthly income which 
various-sized policies will yield. Thus the widow of a man who 
had taken out the full amount of insurance allowable would receive 
$25.00 monthly compensation and $57.50 insurance, or a total 
of $82.50. A widow and one child would receive a monthly 
total of $92.50, and a widow and two children $105.00 monthly. 











TABLE I 
Payable in Payable in 
Amount of Amount of 
Monthly* Monthl 
Insurance Sestalneete of Insurance inchaheneate of 
oe eee $ 5.75 $ §,800.... $31.63 
we Seeeere 8.63 O600..... 34.50 
ee II.50 6,500... . 37.38 
OMB S 66.505: 14.38 FOOD... 40.25 
eee 17.25 he 43.13 
I eee 20.13 8,000.... 46.00 
BOOBs 6.65.00: 23.00 S.500.... 48.88 
err 25.88 9,000. ... 51.75 
CRS 66004 28.75 O,800.... 54.63 
10,600. ... 57.50 

















* Monthly instalments will be payable during the total and per- 
manent disability of the insured even if the injured party lives longer 
than twenty years. 


It had been prophesied by enemies of the bill and feared by its 
advocates that only a relatively small percentage of the men in 
service would take out insurance. The Bureau embarked on a 
vigorous selling campaign. The military organization, the Red 
Cross, insurance agents, and other bodies were enlisted in pushing 
the sale of policies. An officer in every camp was placed in charge 
of the work. Two hundred experienced agents, under the direction 
of Willard D. Straight, were sent to France to conduct the sale of 
policies overseas. ‘Table II shows the progress of the sales cam- 
paign.t The time limit was extended from February 12 to April 12 
to allow Major Straight an opportunity to reach all sections of the 

* These figures have been compiled from the announcements made from time to 


time in the official Bulletin, published by the Committee on Public Information. See 
issues of January 5, 18, 25,and 30; February 4, 9,12, 16,and 19; March 7; April 17. 











overseas forces. The two months of extra time therefore allowed 
five billion dollars more of insurance to be issued. 

By February 18, go per cent of the men in military service within 
the United States had taken out policies. The remarkable way 
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TABLE II 
Total Number of Total Amount of 
Date Applications for Insurance 

Insurance Received Applied for 
December 13, 1917 200,000 $1,963,000,000 
January 4, 1918 363,000 3,106,000,000 
January 12, 1918 428,000 3,633,000,000 
January 24, 1918 530,000 4,487 ,000,000 
January 29, 1918 604,000 5,071,000,000 
February 1, 1918 670,000 5,592,000,000 
February 11, 1918 836,000 7 ,C00,000,000 
February 18,1918} 1,082,000 8,879,000,000 
March 6, 1918] 1,392,000 11,256,000,000 
April 6, 1918] 1,700,000 app.| 14,000,000,000 app. 

TABLE III 
Percentage of | 7 Percentage of 
Camp Men Insured | Camp | Men Insured 

Dodge...... 99.9 | Greene...... 98.0 
rere 99.6 Devens..... 97.9 
Doniphan 99.3 Beauregard. . 07-4 
‘See 99.3 Sherman.... 97.2 
Upton...... 99.0 PS ere 97.0 
ee 99.0 ee 97.0 
Funston 99.0 | Meade...... 96.5 
Sheridan 99.0 | ere 95.0 
Custer...... 98.8 | Grant....... 95.0 
Wheeler... .. 98.8 | Merritt..... 95.0 
Kearney..... 98.7 | Wadsworth. . 93.0 
Jackson..... 98.5 | Gordon..... 93.0 
errr 98.1 5 See 92.0 














in which the men in the army camps responded is shown in Table 
III.t These figures show how false were the gloomy prophecies 
that not over a quarter of the men would take out insurance. 
The average-size policy issued is one of approximately $8,100. 
The fact that so overwhelming a majority of the men in service 
have taken out insurance removes all excuse for further service pen- 


*The Official Bulletin (February 19), p. 7. The 


Sevier, Hancock, Bowie, McClellan, and McArthur were not sufficiently complete to 
give the percentage of men insured. 


returns from camps Cody, 
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sion acts. Though no figures have been computed showing the 
average policy per officer as compared with the average policy per 
enlisted man, the fact that the general average so closely ap- 
proached the maximum indicates that the difference between 
officers and men cannot be marked. This refutes the opinion 
advanced by Mr. Chamberlain that a $5,000 insurance policy would 
seem entirely unnecessary to most of the enlisted men.’ 


Vv. SUMMARY 


This act is more comprehensive and liberal than that of any 
other belligerent country. It not only protects the family of the 
man in service and compensates them should he die or be totally 
disabled, but protects the single man as well who has been disabled. 
The man who is partially disabled is given a money grant as well as 
every inducement and opportunity to educate himself. It affords, 
moreover, an opportunity for the enlisted man to provide greater 
protection for his family by offering him insurance at low rates. 
Children who upon reaching eighteen years would pass from under 
the compensation provisions can now be insured a good education. 
Brothers and sisters can be provided for as well. In short, the 
act enables the standard of living of the families of men in service 
to be maintained and in some cases actually to be raised. 

The more ultimate effects of the act are no less striking. It 
removes the necessity and should remove the possibility of both 
disability and service-pension legislation. That it will work a revo- 
lution in the insurance business of the country is evident. The 
insurance on the books of the Bureau on April 6 was nearly four 
times as great as that of the largest commercial life insurance 
company in the world and more than one-half of the total amount 
of life insurance carried by private companies in the United States.? 
With the addition of future drafts the amount will swell still fur- 
ther. Within a year probably between twenty and thirty billions 
of dollars of insurance will have been issued. Not only has the total 

? Joseph P. Chamberlain, ‘Insurance for Soldiers and Sailors,’ Survey (Sep- 
tember 8, 1917), p. 505. 


2 This includes neither the marine insurance carried by the Bureau nor the insur- 
ance of men in the transatlantic merchant marine. 
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amount of life insurance been increased in this fashion, but the 
average governmental policy is of an unprecedented size. The 
average sailor or soldier who has government insurance carries 
nearly five times as large a policy as does the average New York 
holder of life insurance. 

Moreover, the importance of insurance has been impressed upon 
the country as a whole and upon the men in service in particular in 
such a manner that it should result in future expansion of the 
insurance business. 

The act undoubtedly means the continuance of the government 
in the insurance business after the war. Private companies will 
find the government to be their most serious competitor, and the 
solution may be the creation of a state monopoly in the insurance 
field. Secretary McAdoo indeed seems to favor increasing the field 
of state insurance.' 

Admirable as the act is, there are many defects which must be 
remedied and many administrative problems which must be solved 
before it can achieve all the purposes which it was designed to 
accomplish. Perhaps the most important defects are: (1) Officers 
are not compelled to allot pay to their wives or children. (2) Allot- 
ment of pay is not compulsory to dependent parents. (3) Compen- 
sation for death or total disability is not given to dependent 
brothers and sisters or to other near relatives. The force of this 
objection is somewhat negatived by the power of protecting these 
relatives by government insurance. (4) Compensation is given 
irrespective of pay. This violates all the canons of good compensa- 
tion legislation (for compensation should take into consideration 
the previous standard of living). It is also likely to prove an 
entering wedge for future pension acts, for it will be an easy matter 
for a future Congress to raise the compensation scale. (5) The 
provision for basing compensation for partial disability is so loosely 
worded that much ambiguity is created. (6) The government has 

*See his letter to George M. Ide, president of the Home Life Insurance Com- 
pany, in which he practically charged Mr. Ide with conducting a propaganda against 
the Insurance Act, and concluded by saying, “If a propaganda against the War Risk 
Insurance Bureau is beginning I shall be very happy to meet it. Such a propaganda 


may produce many beneficial effects in widening the field of the War Risk Insurance 
Bureaus activities.” —The Official Bulletin, March 6, 1918 (italics mine). 




















eee 


ee 2 





THE WAR RISK INSURANCE ACT 483 


assumed all the overhead expenses of the insurance business both 
now and after the war. Some of this expense, such as the original 
medical examination, and the soliciting of insurance by officers and 
other government officials, is plainly in the nature of a joint cost and 
impossible to segregate. But part, such as the expenditure attached 
to the War Risk Bureau, can be easily segregated. To make no 
charge for this during the war may be justified because of the vital 
need for insurance. It is, however, impossible to approve of con- 
tinuing this practice after the war. This would really amount to a 
subsidy to the government insurance business. It would thus give 
a false picture of the efficiency of government methods and would 
give government insurance an unfair advantage over private com- 
petitors. The case of state v. private insurance is one that should 
be decided in a fair field. 

The chief problems of administration which must be solved are: 
(1) Working out, pending legislative action, of the standard to be 
used in computing the previous earnings of those partially disabled. 
As has been pointed out, the pre-war earnings seem to be the best 
base which can reasonably be applied. (2) Determining the “aver- 
age” impairments of earning capacity. This is a task that will 
seriously tax actuarial skill. (3) Preventing policies from being 
abandoned after the war. Such a dangerous trade as war inspires 
men to take out insurance. With the coming of peace the burden 
of paying even such low premiums as those attached to the govern- 
ment policies will prove irksome to men who are carrying as much 
as $8,000 and $9,000 of insurance. A large percentage of the men 
will be tempted either to abandon their policies or to reduce them 
to a smaller figure. The Bureau must pursue a comprehensive 
and prolonged program of education if it wishes to avoid this proba- 
bility. 

Taken in its entirety the act bids fair to prevent the injustice 
which occurred during and after our Civil War from being repeated. 
It is also a very significant item in the state-socialistic program that 
is being adopted in America under the stress of war conditions. 


PauL H. DoucGLas 
REED COLLEGE 








COMMERCIAL BANKING AND CAPITAL FORMATION. I 
I. INTRODUCTION 


The present war differs from all former wars most markedly in 
the intensity of the struggle on the economic side. In a word, the 
ravenous demands of a world-conflict require the diversion of the 
vast productive energy of society from the multifarious interests of 
peace to the one supreme necessity of warfare—the production of 
materials and supplies for the armies in the field. ‘Every war 
demand must be given prior claim to every peace demand.” This 
involves not alone an enormous dissipation of natural resources dur- 
ing the war; it means in the end a tremendous reduction of the 
capital equipment, and hence of the wealth-producing power, of 
society. It will be during the reconstruction period, therefore, that 
the incalculable costs of modern war will be revealed in clearest 
perspective. 

The ways in which the world’s supply of capital goods is being 
reduced by the war may be briefly indicated. First, there are the 
“unseen losses”’ arising from the elimination of the normal increase 
in capital equipment, amounting in value to several billion dollars 
annually in each of the great industrial nations. At the conclusion 
of peace some of the new construction of capital that has been under- 
taken during the war as an aid in the conflict will of course be 
adapted to productive needs after the war, but most of it unfor- 
tunately will be “‘nonessential’’ for long-run peace requirements. 
Secondly, the war requires the discontinuance of operations in many 
lines of industry with a consequent rapid deterioration of the idle 
plant and equipment. Thirdly, even where production is not 
wholly stopped in the less essential lines the plant and equipment 
nevertheless rapidly deteriorate because a dearth of profits to- 
gether with the enforcement of priority orders for materials does 
not permit the making of ordinary repairs and improvements. 
Fourthly, in many instances where plants have been rehabilitated 
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and turned to war production the terrific strain to which they are 
being subjected will fit them at the close of the war for little except 
the industrial scrap heap; there will be many an industrial plant 
crumbling to pieces without warning—like the wonderful one-horse 
shay. And even where they have not been prematurely worn out, 
the task of rehabilitation for essential peace production will in many 
cases be tantamount to new capital formation. Prone as we are 
to think merely in terms of conditions as they exist in the United 
States at the present, the foregoing may perhaps appear like an 
overstatement. As applied, however, to conditions as they already 
exist in France, in England, and in Germany, and to conditions 
that will obtain in the United States if the war continues for 
several years, I believe it portrays with substantial accuracy the 
true situation. 

Since adequate wealth production will constitute in the future, 
as it has always constituted a fundamental prerequisite to social 
happiness, the problems of reconstruction will impose upon econo- 
mists greater responsibilities perhaps than upon any other group. 
The economist must play an important réle in shaping the policies 
of industrial and social reconstruction; for the realization of the 
industrial and social hopes of mankind in the coming era will depend 
largely upon the effectiveness with which society utilizes and applies, 
in the period of reconstruction, existing knowledge of social and eco- 
nomic processes. 

The task of capital replacement will be particularly acute if, as 
is not unlikely, society becomes organized on both politically and 
industrially democratic lines. The assumption is very general that 
there are enough of the good things of earth for everybody, granted 
an equitable distribution of wealth, and that so far as the future is 
concerned each generation will, if society is properly organized, find 
no difficulty in supplying its wants. A “national minimum” of the 
necessities and conveniences of life for all classes of people is one of 
the indispensable conditions laid down by the English Labor party. 
One of the greatest problems that will arise at the conclusion of 
peace will be whether such a ‘‘national minimum” can be attained 
and at the same time the supply of lost capital be replaced and 
extended; indeed, whether it can be attained without a still 
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further depletion of capital resources, leading to ‘progressive 
degradation.’”* 

In view of these insistent demands for higher standards of con- 
sumption and in view of the unprecedented destruction of the 
world’s supply of productive capital, one need scarcely offer an 
apology for directing attention at this time to the importance of 
the problem of capital formation. Some explanation may perhaps 
be necessary, however, as to the need of any new study of the 
processes by which capital is created. Do we not have an adequate 
theory of capital formation? Is there anything of importance on 
the subject that is not already generally accepted doctrine? It 
would be futile to attempt to answer these queries at this place, for 
they can be answered convincingly only in the light of an extended 
analysis of the problem. It may merely be suggested here that the 
formation of capital has been generally regarded as a relatively 
simple phenomenon—that to insure an adequate provision for the 
future all that is necessary is for the individual members of society 
to exercise the good old homely virtue of thriftiness. The domi- 
nance in economic literature of the theory of value and distribution 
has tended largely to divert the attention of economists from the 
processes by which individual savings of consumptive goods are 
transmuted into capital equipment to a justification of the taking 
of interest by the owners of capital. 

There has long been needed a broader analysis of the problem 
of capital formation than is afforded by economic theory—par- 

* Even such forward-looking economists as Hobson have seen fit to warn the 
English proletariat of the dangers that lie ahead if an attempt be made to obtain a 
high standard of consumption at the close of the war—nay, even if it merely be 
attempted to maintain pre-war standards. ‘‘Even had the pre-war income been 
equally distributed throughout the nation, there would not have been enough to 
secure for the average family the full requirements of a civilized life... . . A mere 
return to pre-war productivity would seem to leave the workers worse off than before 
the war, and definitely worse off than the bulk of them have been during the most 
prosperous period of the war itself... . . If, as is possible, the difficulty of making 
the pent-up world-demand for goods rapidly effective causes a fall in prices, the 
attempt to reduce wages from this high war-level will arouse struggles of unprecedented 
violence, with stoppages of industry that will seriously diminish the national produc- 
tivity. No temporary victories in such struggles can really serve to win for labor what 


it wants—more wealth, more leisure, more security, more opportunities of life.” 
In Hobson, Democracy After the War (London, 1917), pp. 173-74. 
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ticularly that of the neo-classical period. What is needed is a 
study of the processes by which a percentage of the productive 
energy of society is diverted from the creation of consumptive 
goods to the creation of capital goods. It should be a study, more- 
over, that runs in terms of the institutions through which and by 
which capital formation is effected in a complex industrial world. 
It should be a study, finally, that is not averse to facing the possi- 
bility of utilizing social agencies in the control of both the amount 
and the direction of capital accumulation." 


II. CONVENTIONAL THEORIES OF COMMERCIAL BANKING 


Although in opposition to current theory, the statement is here 
ventured that the most important of the institutions related to the 
process of capital formation is the commercial bank. The failure 
of writers on banking to appreciate the relation of commercial 
banking to capital accumulation may be attributed, I think, to the 
restricted point of view from which the subject has been approached. 

Speaking generally, economists have undertaken the study of 
commercial banking as a sort of by-product of monetary investi- 
gation. A very intensive literature on money had been developed 
long before the modern “commercial”? bank had assumed a réle 
of importance in the organization of industrial society. The 
functions of money as a medium of exchange, as a common denomi- 
nator of value, as a standard of deferred payments, as a store of 
value—Gresham’s law, bimetallism, the relation of money to 
prices, etc.—these have perennially been the rallying-points of 
monetary discussion and controversy. With the development of 
modern banks of “‘discount, deposit, and issue,’ however, new 
forms of currency have flooded the markets of the world, giving 
rise to new problems and necessitating extensive overhauling and 
reformulation of monetary doctrine. Hence to the original con- 
troversies over the functions of money and the quantity theory 
in its simple form there have been added in the nineteenth century 


* To this end a series of articles is to be printed in this Journal which will attempt 
to work out along these lines a comprehensive analysis of the processes of capital 
formation under the conditions imposed by a highly specialized industrial system. 
Several writers will contribute to the series, which will run through many issues of 
the Journal. 
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extensive discussions of the functions of banking and credit in 
their bearing on general monetary theory. 

The relation of bank notes to the price level’ was long the cen- 
tral controversy, but with the growing importance of deposit 
currency in the modern commercial world latter-day discussion 
has in increasing measure been shifted to the functions of credit. 
Nearly all the noteworthy banking studies of the present genera- 
tion of economists have centered about credit currency and its 
relation to the quantity theory of money. And the standard 
treatises, where not merely descriptive, quite generally approach 
the study of banking from the standpoint of money and stress 
the functions performed by bank currency—notes and checks—as 
media of exchange, together with the relation of such instruments 
to the level of prices. The standard method in the texts on general 
economics of treating money and banking together under the 
division “Exchange” affords further evidence that banking has 
been regarded mainly as an agency which provides convenient 
and inexpensive media for the exchanging of foods already pro- 
duced?—an agency, however, which gives rise to some peculiar 
problems of regulation and which has important by-effects in con- 
nection with the value of money. 

This avenue of approach to the study of banking appears to 
offer also the explanation for the almost universal practice in 


* Particularly in connection with the discussion of the banking v. the currency 
principle in England during the first half of the nineteenth century. 


2 This emphasis upon exchange media in a society where division of labor has been 
extensively developed has resulted, moreover, in largely divorcing both money and 
banking from any relation to the productive process. The standard method is to 
study production first, and then to discuss money and banking in connection with the 
exchanging of the goods that have been produced. This is, of course, to ignore the 
vital part that money plays in connection with every phase of the productive process 
itself. 

3 Since the services that are performed by bank notes and checks are self-evident 
to students who have mastered the functions of money, the problems that arise from 
a study of banking media generally pertain to the maintenance of their parity with the 
standard money, together with the effect of such an increase in currency on the value 
of money. The central position that general-value theory has held in the realm of 
economics has thus resulted in rendering monetary and banking discussion largely a 
matter of valuation analysis. The analysis has therefore run in mechanical terms, 
oblivious to the very existence of problems connected with industrial development. 
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general treatises on money and banking of confining the discussion 
very nearly exclusively to “commercial” banking—the type that 
gives rise to notes and checks—making at best but the merest 
mention of the many other kinds of banking and financial institu- 
tions that function in the world of modern industry. In fact, this 
point of view has led to an attempt in some quarters to exclude 
from the definition of banking all operations that do not give rise 
to notes or deposits payable on demand. Bagehot and Dunbar, 
probably the two greatest authorities on banking writing in English 
in the past generation—certainly the two writers who have most 
profoundly influenced the thought of this generation of students— 
both take this stand. Bagehot remarks that the Rothschilds are 
great capitalists, but not bankers," while Dunbar? says: “In order 
to be a bank at the present day, an establishment must carry on 
the purchase of rights to demand money in the future, or securities, 
and it must also use in some form or other its own engagements for 
the payment of money upon demand.’ 

Such a narrowing of the scope of banking has, I believe, resulted 
in giving us an entirely inadequate conception of the monetary 
and financial structure of our modern pecuniary order. The many 
kinds of financial institutions in present-day industrial society are 
bound up in an intricate financial system, and functioning together 
they largely organize and direct the whole process of wealth pro- 
duction and distribution. To consider in the main only one type 
of financial institution, or, if treating various types, to discuss them 
in isolation without relation to the complex pecuniary structure of 
which each forms a part, is to attain at best to a very partial under- 
standing of the economic world in its financial aspects. 

But the present paper is concerned only incidentally with this 
broader field of financial organization. The problem now before 
us is the relation of “‘commercial’’ banking to capital formation. 
It is my belief that the prevalent emphasis in the analysis of banking 


* Bagehot, Lombard Street, p. 212. 
2 Dunbar, Chapters in the Theory and History of Banking, p. 18. 


3 This conception of banking also finds support in the definition of a bank given 
in the internal-revenue act of the United States in 1866. 14 Statutes at Large, 
P. 115. Quoted in Dunbar, op. cit., p. 18 (italics mine). 
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upon the creation of media of exchange and their relation to the 
price system has resulted not only in an incomplete understanding 
of the larger financial organization of society but also in an entirely 
inadequate appreciation of the functions of ‘commercial” banks 
themselves. Lest I be misunderstood at this point let me state 
that I am far from denying the importance of banking-exchange 
media in their relation to the whole price controversy. Iam merely 
voicing the impression that the fascination which this problem 
has held for succeeding generations of students has closed our eyes 
to some of the most important functions of commercial banks and 
to the vital and positive part they play in the evolution of modern 
capitalistic industry. 


In the foregoing preliminary statement it should be noted that 
such qualifying terms as “mainly,” “largely,” “‘in general,” etc., 
have been employed when speaking of the nature of our literature 
and discussions on money and banking. Such qualifications are 
necessary because numerous writers have, in fact, endeavored to 
give a somewhat broader statement of the réle played by commer- 
cial banking in industry at large. As the present study requires a 
close analysis of the functions of commercial banks, it is necessary 
that it be prefaced by a brief survey of current doctrine. The list 
of excerpts which follows is by no means an exhaustive one; it is 
believed, however, that it is typical and accurately represents the 
general run of economic analysis in the field of commercial banking. 

Gilbart' lists the following banking functions: providing safety- 
deposit vaults; paying interest on deposits; making loans; ex- 
changing funds between places; changing currency denominations; 
collecting notes and drafts, étc.; he also adds that in connection 
with the receipt of deposits and the making of loans bankers gather 
together money in small sums and transfer it in larger amounts 
to borrowers engaged in “trade and commerce.” 

Dunbar? gives us the time-honored functions of discount, 
deposit, and issue. Dunbar’s best conception of the function of 

*Gilbart, The History, Principles, and Practice of Banking (Michie’s revision), 
pp. 213-22. 

2 Dunbar, op. cit., p. 9. 
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a commercial bank, however, is found in another connection, where 
he says: 

The bankers created no new wealth by their lending and deposit holding, 
but . . . . they directed the existing capital to the enterprises and industries 
most in need of support, and they quickened the succession of commercial and 
industrial operations. A given amount of capital was thus made more effective, 
so that the result of the introduction of banking in any community was the 
equivalent of a considerable increase in capital, although not implying any real 
increase in the first instance. 


Horace White? states that a bank is ‘“‘a manufactory of credit 
and a machine for facilitating exchanges”; that discounting is 
“the swapping of well-known credit for less-known credit”; that 
the banker ‘‘enables the most deserving persons in the community 
to get capital,’ and thus “‘ performs a service to society by economiz- 
ing tools and materials.” It puts capital goods into the most com- 
petent hands. 

Holdsworth? writes that commercial banks “‘receive deposits of 
cash, checks, and drafts, and make loans to the business public by 
discounting or purchasing commercial paper. To these functions 
may be added a third, that of providing a medium of exchange 
through the issue of circulating notes.” Various incidental services 
are also listed, and he adds that a bank is a manufactory of credit. 
“Business credit cannot be conveniently used for current business 
transactions but bank credit in the form of checks and drafts is 
widely acceptable.” 

H. Parker Willis in a recent volume says that the single dominant 
idea or function of a bank is that of 


guaranteeing the limited or individual credit of each individual by accepting 
it and substituting in lieu thereof the bank’s own credit. When an individual 
takes his own secured note, for example, to a bank and discounts it, and then 
draws checks against his account at the bank, he has simply substituted the 
bank’s credit of more general acceptability for his own credit of limited accept- 
ability. The bank thus appears as an institution for the study of credit and 
for guaranteeing its judgment on that subject. 


1 Tbid., p. 5. 2 White, Money and Banking (3d ed.), p. 193. 
3 Holdsworth, Money and Banking, pp. 148-49. 
4 Willis, American Banking (1916), pp. 3-4. 
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Scott describes the functions of commercial banking as follows: 


Customers of a commercial bank sell to it their surplus cash and credit 
instruments representing payments due them from other persons, and make 
loans from it secured by their personal notes due in the future. For the 
amounts due them as a result of these transactions they are credited on the 
books of the bank in a form known as deposits. ... . Making loans and 
discounts is a function correlative with that of conducting deposit accounts. 
It may be described as the process of advancing funds on the security of per- 
sonal notes and bills of exchange . . . . and on collateral. 


With reference to the aspect of industrial society with which 
the commercial bank is associated Scott writes: 


Commercial banks are essential parts of the machinery by which goods 
and services are exchanged in the everyday conduct of business. Investment 
banks are essential parts of the machinery by which the savings of the people 
are collected and applied to the production and transportation of goods and 
to the service of such public bodies as the federal, state, county, township, and 
municipal governments. ... . It is rarely possible for a business man (engaged 
in trade and commerce) to make the maturities of the debts due him and the 
debts due by him to others exactly correspond, and he therefore finds himself 
under the necessity of transforming into means of payment the obligations 
of other people due in the future. This service the commercial bank performs 
for him, and in this consists its unique function in the national economy. . . . . 
It is the business of the investment banking institutions of a country to see that 
the work of directing the savings of the country into its various enterprises is 
economically and efficiently done.? 

J. Laurence Laughlin writes in similar vein: 

The business of the bank consists of dealing in the commercial paper which 
grows out of current transactions. When a man desires funds for a long period, 
he should get them, not from the bank, but from those who have spare capital 
to invest for some considerable period of time. The bulk of banking business 

. consists of instruments evidencing claims upon individuals, stated in 
terms of money, and resulting from operations requiring a comparatively short 
period for their consummation.3 


Among the treatises on general economics a number of state- 
ments of banking functions may be noted. Johnson says: 


* Scott, Money and Banking (revised ed.), pp. 108-9. 
2In Proceedings of the Second Annual Convention of the Investment Bankers Asso- 
ciation of America (1913), pp. 76 ff. 


3 J. Laurence Laughlin in Banking Reform, p. 76. 
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The principal functions of the bank are the collection of funds of loanable 
capital that are available for short periods only, and the employment of such 
funds in call and short-term loans.! 


Ely states: 


Having converted his personal credit into a bank deposit, the business 
man can now use it as a means of payment. .... Ordinary commercial bank- 
ing consists, in large part, of this purchase of personal credit and sale of bank- 
ing credit.? 


Fisher’s description is as follows: 


Through banking he who possesses wealth difficult to exchange can create 
a circulating medium based upon that wealth..... To put it crudely, 
deposit banking is a device for coining into dollars land, stores, and other wealth 
not otherwise generally exchangeable. Something of equivalent value is behind 
each loan, but not necessarily money. The note (or deposit) holder’s promise 
(his promissory note) is secured by his assets; and the bank’s promise (the 
bank note) is secured by the bank’s assets. The noteholder has “swapped” 
less-known credit for better-known credit 3 


Fetter expresses his opinion in the following words: 


The essential feature of a bank is the lending of its credit... .. The pro- 
cess of lending credit is called “deposit and discount.” . . . . The bank is a 
tool performing services similar to those of money. ... . The gathering of 


loanable funds by the banks, making them available at once, reduces hoarding, 
makes money move more rapidly, and creates a central market between bor- 
rowers and lenders for the sale of credit. While not creating more physical 
wealth directly, it adds to the efficiency of wealth; it oils the bearings of the 
industrial machine.‘ 


Davenport states it thus: 


It follows from the foregoing analysis that, in the main, banks do not lend 
their deposits, but rather, by their own extensions of credit, create the deposits; 
that these deposits are funds which the deposit-creditors of the bank can lend 
if they will, and that many men into whose hands these deposits fall through 
transfer are certain to use them as funds to be lent... . . Banks are, in truth, 
mostly intermediaries between debtors and creditors—but not in the sense of 
borrowing funds from one class of customers in order to lend them to another 
class, but rather in the sense of creating for their borrowing customers funds 
which may be used by these borrowers as present purchasing power.s 


1 A. S. Johnson, Introduction to Economics, p. 286. 

2 Ely, Outlines of Economics (revised and enlarged ed.), p. 247. 
3 Fisher, Elementary Principles of Economics, pp. 169, 171, 173. 
4 Fetter, Principles of Economics, pp. 462, 464, 465. 

5 Davenport, The Economics of Enter prise, p. 263. 
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Taussig’s view is as follows: 

Banks perform two functions, equally important, yet different. They act 
as agencies for the collection of savings and for investment; they create a part 
of the medium of exchange. ... . : A savings bank has to do with investment 
Okc ead A strictly commercial bank is not concerned with the sort of 
investment to which the term is commonly limited, that which looks to the 
creation of permanent plant. But such a bank supplies, in English-speaking 
communities especially, a highly important part of the circulating medium. 


The prime function of the commercial bank in Taussig’s view 
may be gleaned from the title which he gives to his chapter on 
banking, “ Banking and the Medium of Exchange.” It should be 
stated, however, that Taussig recognizes a doubtful “‘tendency to 
combine general financing and investment operations with com- 
mercial banking’’—a tendency which he notes is increasing and 
which he thinks likely to become in the future more rather than less 
common. He adds that it must be watched with “uneasy inter- 
est.” Taussig also recognizes that commercial banks do more 
than act as financial intermediaries; they create ““money means,” 
“command of capital,’”’ and this “without cost or sacrifice on the 
part of the saver’’;3 they thereby “promote the continuity of 
industry.” 

Analysis of these various statements reveals the business of 
commercial banking in four different aspects—perhaps one might 
better say, commercial banking is discussed from four different 
points of view: first, we find a description of the nature of banking 
operations; secondly, we find statements referring to the nature of 
bank credit and the use of credit instruments as media of exchange; 
thirdly, we find that commercial banking is related to the transfer 
of capital from those who do not wish to use it to those who do; 
fourthly, we find that commercial banking is related to commercial 
rather than to industrial or investment business. In the present 
paper the first three of these points of view will be considered, dis- 
cussion of the fourth being reserved for a subsequent article. 

The first view of the subject need concern us here but briefly. 
It is merely necessary to note that a large part of the discussion 

'Taussig, Principles of Economics, I, 331. 


3 [bid., pp. 357-58. 


? [bid., pp. 350-51. 
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of banking functions in our standard treatises on banking is not 
discussion of functions in the sense of showing how banking is of 
service in connection with wealth production—of revealing the way 
in which it is related to the organization of industrial society. On 
the contrary, it is mere description of routine banking operations, 
and the use of the term function is a misnomer. Providing safety- 
deposit vaults, accepting cash deposits, making loans, collecting 
checks, etc., are not functions of banks any more than receiving 
freight and issuing bills of lading are the economic functions of 
railways. True, these various operations have economic signifi- 
cance; but one may search most texts on banking in vain for more 
than the barest mention of the relation of banking to economic 
organization. 

Similarly Dunbar’s “functions”’ of discount, deposit, and issue 
are not functions at all; and his entire discussion of them gives no 
inkling of the economic significance of banking operations. The 
whole analysis runs in terms of legal relations between bank and 
customer, of an exchange of rights—rights (on the part of the 
customer) to demand money now in exchange for rights (on the 
part of the bank) to demand money in the future. It is only in 
the introduction to his volume where Dunbar speaks of the relation 
of banking to wealth creation (see quotation, p. 491) that he is dis- 
cussing banking functions. And it is interesting to observe that 
text writers and editors of books of readings on banking generally 
reproduce for the student the former only. Discount, deposit, and 
issue operations are put before succeeding generations of students 
as the significant functions of banking in the economy of nations." 

In connection with the second view of the subject—the analysis 
of bank credit and the use of credit instruments as media of exchange 
—we find, however, abundance of material that is related to 
the larger organization of economic society. Here we find discus- 
sions of the maladjustments in income occasioned by a changing 
price level, of the problems of social well-being involved in the 
periodicity of business under a credit régime, etc. One cannot 


™ See Phillips’ Readings in Money and Banking and Moulton’s Principles of Money 
and Banking and note the frequency in the foregoing quotations with which the terms 
discount, deposit, and issue are used. 
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fairly criticize the literature on these topics as being mere descrip- 
tion or as analysis of important problems in isolation unrelated 
to the industrial structure as a whole. The present criticism, as 
already indicated, is rather that the monetary angle of approach 
to the subject of banking and the dominance of the value analysis 
have unduly narrowed the scope of the discussion and prevented 
a full appreciation of the functions of banking in industrial society. 

In this connection the most significant statement of the general 
function of commercial banking in industrial society is found, with 
slight variations in mode of expression, in White, Holdsworth, Willis, 
Ely, Fisher, and Johnson (second quotation). White calls it the 
“swapping of well-known credit for less-known credit.”’ Willis 
calls it “‘guaranteeing”’ the limited credit of individuals and sub- 
stituting bank credit for personal credit. Ely calls it the “pur- 
chase of personal credit and sale of banking credit.””’ This same 
phenomenon is also sometimes referred to as “generalizing the 
credit of individuals” or “making it universal.’’ Criticism of this 
statement of the outstanding feature of commercial banking must 
be postponed for the moment, for it may be more intelligently 
discussed after the analysis contained in Section III below. 

The third view of commercial banking—its relation to the 
transfer of capital—finds expression in Gilbart, Dunbar,’ White, 
Fetter,? and Johnson, who speak of the collection of funds by the 
banks and the transfer of these funds to borrowers, thus shifting 
capital to the most efficient hands. From the statements as they 
stand, however, there is nothing to indicate that the commercial 
bank differs at all in this connection from the savings bank except 
in so far as the duration of loans is concerned. The very brief 
statements given in the excerpts, moreover, constitute all that the 
respective authors have to offer on this aspect of banking. Finally, 
it should be emphasized that these statements do not intimate any 
connection between commercial banks and the formation of capital 
goods; the view is that they merely transfer existing capital goods 
from one party to another. 

* For a full statement of Dunbar’s view one should read pp. 8 and 9 of his Theory 
and History of Banking. 


? Fetter also adds that a bank lends its credit. 
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III. THE OUTSTANDING FEATURE OF COMMERCIAL BANKING 


It becomes necessary at this point to present as a background 
for subsequent discussion my conception of the essential charac- 
teristic or outstanding feature of commercial banking. The term 
“‘outstanding’”’ is employed because it is not the intention to discuss 
here all of the various services performed by commercial banks; 
the term “‘feature”’ is employed because we are to discuss commer- 
cial banking, not in terms of its ultimate relation to the organization 
and development of industrial society as a whole, but only in its 
more immediate aspects—simply as a routine business organization. 
This outstanding or unique characteristic of commercial banking is 
its ability to take a given amount of cash resources and make loans 
to many times the amount of such cash resources, 

The commercial banking system as a whole gathers together, 
in effect, a large portion of the monetary resources of a nation and 
organizes them in such a way as to multiply many times the volume 
of loanable funds. The cash assets thus employed are assembled 
by two principal avenues: by original capital contributions, in the 
form of cash, and by customers’ deposits of specie and lawful paper 
money. 

It should be noted here that our financial fabric as a whole is so 
constructed and operated as to concentrate a very large and an 
increasing proportion of our ‘lawful money”’ in the vaults of com- 
mercial banks rather than in those of other financial agencies. 
The bond houses, handling several billions of investments annually, 
require relatively little legal money; their business is largely that 
of intermediary, and their transactions are nearly always effected, 
on the part of both their customers and themselves, by checks on 
commercial banks. Similarly the insurance company requires 
specie or legal tender in only negligible quantities. What “funds 
on hand”’ it is necessary to hold may be kept in the form of a check- 
ing account with a commercial bank. The savings bank likewise 
holds at best very small cash reserves—to be exact, nine-tenths of 
I per cent on an average in 1909,—merely till money.t Our savings 
banks also look to the commercial institutions for accommodation 
in case of need. 


* Statistics for the United States, 1867-1909 (National Monetary Commission), 


P. 33. 
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Moreover, the convenience of the check as a medium of ex- 
change for payments both large and small has served in increasing 
measure to lessen the proportionate volume of “‘actual money” in 
general circulation. Of the total money in the United States in 
1892, 33.48 per cent was in the vaults of banks,’ and in 1916, 42.34 
per cent was thus held.” 

The process by which the commercial banking system creates 
deposit currency which supplements the work of money in effecting 
exchanges of goods has often been described and need not be 
repeated here. Deposits are largely created in the first instance 
through the loaning process, the borrower taking the credit granted 
by his bank as a deposit account and checking it out to his own 
creditors, who deposit these checks in the same or in some other 
bank, with the result that deposit accounts in the system as a whole 
tend to be increased pari passu with the increase of loans.4 The 
process of depositing checks and writing new checks against the 
account thus created, which new checks are in turn re-deposited, 
together with the mechanism that has been developed for clearing 
or canceling balances, has made it possible for the commercial 
banks to maintain deposits payable on demand many times the 
amount of the cash reserve. 

Just how many times the amount of the cash reserve the deposit 
liabilities have, in fact, become is not usually appreciated. Owing 
to the re-depositing and double counting of reserves and to the 
diverse requirements of state laws in the matter of reserves the 
percentage of reserves required by law does not give anything like 
an accurate picture of the true reserve situation for commercial 
banks as a whole. All banks reporting to the Comptroller of the 
Currency, June 30, 1916, show a total “‘cash on hand”’ of $1,486,- 


*The Comptroller’s figures in this connection include savings banks, but, as 
already seen, the amounts held by them are almost negligible. 

2 Annual Report of the Secretary of the Treasury (1916), p. 546. 

3 See, for instance, Davenport, The Economics of Enterprise; Fisher, The Purchas- 
ing Power of Money; ard Moulton, “The Surplus in Commercial Banking,” Journal of 
Political Economy, XXV (1917), 1007-11. 

4 There is much confusion of thought in this connection, and if it is to be avoided 
one must think in terms of the banking system and forget the operations of any single 
individual bank. A banker will say that his deposits are loaned to borrowers. But 
the deposits which he receives, and which he thinks he loans out, are largely claims 
against other banks rather than specie—claims arising from the extension of loans 
somewhere in the banking system. 
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118,321.95 and total deposits of $22,773,074.98,' giving a ratio of 
reserves to deposits of 6 per cent. The total cash here given, how- 
ever, does not include the 426 millions in Federal Reserve banks. 
If we add this sum without taking into account the deposit liabili- 
ties of Federal Reserve banks, the ratio becomes 8.4 per cent. But 
since this particular date was one of large reserves in member banks, 
and one in which the Federal Reserve banks possessed enormous 
unused lending power, the ratio of 6 per cent doubtless more nearly 
represents the true situation.? In fact, I think it may safely be 
said that our banking structure has developed to a point where the 
reserve as a whole need be only 6 per cent of the deposits as a whole. 

It should be noted here that the foregoing figures, which show 
a ratio of only 6 per cent, include the accounts of 1,864 savings 
institutions with deposits aggregating a little over $5,000,000,000. 
One might therefore be inclined to argue that the ratio given is too 
low. But the very general practice of savings banks today is to 
ignore the provision requiring notice of withdrawal and to pay on 
demand. This is true not only in times of easy money, but in 
times of strain the savings bank feels that it must pay on demand 
if it is to command the confidence of its depositors. And the 
managements of many savings banks are now looking toward 
investments in commercial paper as a means of providing a second- 
ary reserve of liquid assets. But, as already indicated, the chief 
recourse of the savings bank in need of reserve money is to draw 
upon commercial banks, either directly or indirectly, through the 
sale of securities. The banking system as a whole, including the 
savings institutions, is one in which practically all deposits are, in 
fact, demand deposits. In any event we may fairly conclude that 
deposits are at least fifteen times the legal reserve. 

Thus far we have been speaking of the ratio of reserves to 
deposits and the familiar problem of an augmented volume of 
currency in the form of bank checks. But, as already suggested, 


™ Annual Report of the Secretary of the Treasury (1916), p. 546. 

2 If allowance be made for the counting of national bank notes as cash reserve in 
state banks and trust companies, the ratio of deposits to specie and “lawful paper’’ 
appears still less. 

3 By way of comparison with the situation before the establishment of the Federal 
Reserve System, in 1906, the actual caslr reserves for all commercial banks was 10.7 
per cent, and including the savings institution it was but 8 per cent of the total deposits. 
Statistics for the United States, 1867-1909 (National Monetary Commission), p. 33. 
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this point of view, with its emphasis upon the volume of the cir- 
culating medium and its centering of attention upon “deposits,” 
practically always leads off into a discussion of the relation of 
money and prices. The relation of commercial banking to indus- 
trial society may best be apprehended by shifting the point of view 
from deposits to loans—from the ordinary economic consideration 
of the creation of circulating media to the typical business problem 
of borrowed “‘capital.”” From this point of view the significant 
items to study and compare in commercial bank statements are 
reserves and loans. 

Of course ‘‘loans”’ on the assets side and deposits on the liabili- 
ties side are very closely related; in considerable measure they are 
but opposite views of the same thing, deposits having been created 
through the loan process. The deposit account, however, is a 
mixed account: it arises partly (in the system as a whole) through 
loaning, though this is usually an indirect process by virtue of the 
fact that a loan to A shortly appears as a deposit in the name of B; 
and partly as a result of the bringing of actual specie to the bank 
by customers, in which case the deposit is matched by cash. The 
ratio of deposits to cash therefore does not show precisely the extent 
to which commercial banks expand ‘“‘liquid capital.” Moreover, 
since the popular conception (including that of most bankers and 
some economists) of the deposit item is that it represents funds 
brought to the bank, a comparison of reserves with deposits does 
not serve to reveal the true service of the commercial bank—it does 
not sharply differentiate its work from that of a savings institution. 
A comparison of loans with cash reserves more clearly reveals the 
true situation. 

Our commercial banking system, we have said, gathers together 
great quantities of cash resources and makes loans for business 
uses. The loans made by a commercial bank, whether taken in 
the form of specie, bank notes, or checking accounts, are equally 
available purchasing power in the hands of business men. In 
the business view, indeed, these funds constitute capital'—liquid 

* When I use the word “capital” in this connection, I am not confusing “funds” 
with “real capital” in the form of goods. I am using the term in the business sense 
here merely as a means of directing attention to funds that are used by business men 


in productive activities; to divert attention from money as a medium for exchanging 
consumers’ goods. 
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capital—available for the manifold activities of the world of affairs. 
By comparing the cash resources assembled in our banks with the 
total loans made by them we may gain a pretty clear appreciation 
of the more immediate results of commercial banking operations. 
A savings bank gathers together from depositors and stock- 
holders, say, $100,000 and loans for business uses about $99,000, 
keeping the remainder as a reserve. But commercial banks 
gather together $100,000 and loan, not $99,000 merely, but some- 
thing like $1,600,000. The difference here is due to the fact that 
in borrowing from a commercial bank the borrower takes a deposit 
account against which checks may be drawn—checks which will 


TABLE I 
(In Millions of Dollars) 








Percentage Cash 
Year Loans Investments Total Cash on Hand to Loans 
and Investments 





SR eiaracans 550.4 467.6 1,018.0 231.9 22.8 
ree 1,726.8 818.6 2,545.4 $87.3 8.5 
re 2,456.8 1,044.9 3,501.5 304.3 8.7 
MOB i ccenees 4,251.2 1,674.6 5,925.8 531.9 8.9 
PO osc cncus 9,893.8 4,073.5 13,907 .3 1,016.5 7.2 
MNES. nis esd 14,626.9 5,407.2 20,034.1 1,560.7 7.9 
eee 17,349.8 6,796.6 24,646 .4 1,486.1 6.0 




















seldom be presented for payment in cash. On the other hand, in 
borrowing from a savings bank a liability in the form of a deposit 
account is not created; the savings bank loses possession at once of 
cash resources.2. The extent to which the loaning power is in fact 
expanded through the peculiar mechanism of the commercial bank- 
ing system may be seen from Table I, which is representative of 
all banks reporting to the Comptroller. This table requires both 
interpretation and justification. The year 1906, at the crest of a 
great era of expansion, was the high-water mark under the old bank- 
ing system; it shows loans and investments to be some fourteen 
times the cash resources. The figures of cash on hand in 1916 do 

* The reader must be referred for a fuller statement of this phenomenon to my 
article on “The Surplus in Commercial Banking,” op. cit. 

? Data taken from Annual Report of the Secretary of the Treasury (1916), pp. 543-44. 


3 This usually does not mean a reduction of specie, but rather a reduction of funds 
in other banks. 
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not include cash held by Federal Reserve banks, and as was the 
case in our analysis of deposits, the ratio is therefore not precise; 
but since the loaning power under the Federal Reserve System 
had not been fully utilized, we may conclude, as before, that a 6 
per cent ratio of cash to loans and investments is substantially 
accurate—and substantial accuracy is all that is required for the 
purposes of the present analysis.’ 

One may question the inclusion of investments along with loans 
in the reckoning before us. As a rule writers on commercial bank- 
ing have tended to discuss loans to the exclusion of investments. 
The reason for this appears to be found in the prevailing emphasis 
upon deposit currency; it is apparently assumed that investments 
do not result in deposits, and that they present in general quite 
different problems.? Let us see. From the point of view of the 
business world an investment in bonds (bonds make up the great 
mass of commercial bank investments) is in effect a loan of funds. 
It differs from the ordinary bank loan only in the provisions 
governing its maturity. The typical loan may be compulsorily 
retired within a short time because of the expiration of the con- 
tract; while the bond usually does not mature for many years, 
and in the interim cannot be converted into cash save as someone 
else, some other bank or individual, is willing to buy it. But this 
difference in the length of the contract entered into by bank and 
customer does not change the nature of the agreement; in either 
case the bank is clearly making a loan. 

It appears from Table I, therefore, that our banking system 
has in effect gathered together $1,486,000,000 worth of cash 
resources and has loaned out $24,646,400,000, of which $17,849,- 
800,000 is in the form of short-time loans and $6,796,600,000 in 
long-time investments. The “liquid capital,” the “loan fund,” 
has been multiplied by sixteen. Business men are able to borrow 
“capital,” using the term in the business sense, to the extent 

Savings institutions are again included, and for the same reason as in the fore- 
going analysis, p. 499. It should be added that the percentage would differ but slightly 
were the figures for savings banks omitted. 

2 Whether an investment in bonds results in an expansion of deposits will be dis- 
cussed in a succeeding paper. 


3 Whether this is a vital difference in practice will also be discussed in a succeeding 
paper. 
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of over twenty-four billions instead of less than a billion and a half. 
With savings banks, bond houses, and insurance companies alone 
in the field the sums available for borrowers at any time would 
(if we allow for the necessary reserves) probably not greatly exceed 
a billion dollars. 


IV. COMMERCIAL BANKS AS “‘GUARANTORS”’ OF INDIVIDUAL 
CREDIT 

The relation of this expansion of loanable funds to the formation 
of capital goods must be reserved for subsequent discussion, for 
we are here concerned merely with the external features of the 
banking machinery. We have now to consider, however, in the 
light of the foregoing analysis, the second view of the function of 
commercial banking outlined above,’ namely, that commercial 
banks buy individual credit and sell banking credit; that they trade 
well-known for less-known credit, thus guaranteeing individual 
credit and making it widely acceptable as a medium of exchange. 
This definition of the work of a bank is doubtless true in a restricted 
sense, but I believe that it is quite inadequate as an explanation of 
the function of commercial banking. Let us see if there is a mere 
“swapping of credit.” 

X, a retailer, buys $1,000 worth of goods from Y, a wholesaler, 
on three months’ time. He may give a promissory note, he may 
merely carry it on his books as “‘bills payable,”’ or he may accept 
a draft drawn on him by Y. Now it will be noted that in all these 
cases Y has to wait three months for his pay. The credit obligation 
is to pay in the future, not to pay now. Suppose now that X in 
order to “take advantage of the cash discount’’ borrows $1,000 
on his promissory note from a bank and sends a check to Y. In 
the view of Y this check is cash; hence thediscount. And, in fact, 
Y has been paid quite as much as though he had been sent gold. 
X still owes $1,000, but to the bank instead of to Y; there has been 
a swapping of creditors though not a swapping of credit. The 
difference is that Y has the cash (in effect) in this second case, 
whereas in the first case he had to wait three months for his pay. 
There has been substituted for a time credit instrument a demand 
instrument in the form of a check. By the substitution of the 


* See pp. 495-96, supra. 
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bank’s check for the personal note, draft, or book account Y has 
gained something other than the possession of a ‘better-known 
credit instrument”; he has acquired something equivalent to cash 
rather than a credit instrument at all. 

It grates a bit perhaps to hear it stated that a check is, in effect, 
not a credit instrument at all. But if the very essence of credit 
is its “futurity,” the “postponed payment,” the “time element,” 
and the very essence of the deposit account against which the check 
is drawn is its demand nature, the absence of a time element, it 
cannot well be that a check is a credit instrument as credit is 
generally understood. A check is a credit instrument in the sense 
that it must be honored by the bank before it is tantamount to cash, 
just as credit is involved in a business operation in which one 
receives goods a second or so before he passes over the money to the 
seller. There is a moment’s time here when one is waiting to be 
paid; but no one really regards such a transaction as a genuine 
credit operation. Now a certified check, or a cashier’s check, or 
even an uncertified check in the vast majority of cases, particularly 
where the deposit account arises from a loan, is in practice precisely 
as good as cash. It is only in the rare event of a bank failure that 
these instruments prove not as good as cash. But for that matter 
a cash deposit is not as good as cash either when the bank fails." 

It occurs to me that the difficulty in the customary analysis of 
this subject lies in the conception of the nature of bank credit or 
in a confusion between credit and credit instruments. An individ- 
ual’s credit is measured by his ability to expand his business 
through the use of other people’s funds. A bank’s credit consists in 
its ability to expand the volume of its business on a given basis of 
reserve—to make loans and receive interest in excess of its own 
original resources. As we have seen, our banking system as a whole 
has proved itself able, by virtue of its unique organization, to 
float demand claims equal to some fifteen times the amount of the 
cash reserves. We say that the banks “lend their credit.” Would 
it not be more accurate to say that they lend great quantities of 


*The bank note, arising in much the same way as the loan form of deposit 
account, may, however, be good even if the individual bank which issues it 
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funds on the basis of their credit, or because they have excellent 
credit, in consequence of the demonstrated soundness of the check 
system? If the system were not well organized, the banks would 
not be able to lend to the extent to which, in fact, they do; but 
this is quite a different thing from saying that the check and bank 
note, as they exist in practice, are credit instruments. Is it not 
nearer the truth to say, “‘Because the banks have credit they 
are able to create instruments that are, in practice, the equivalent 
of cash”’? 

But it may be argued that the check and note are credit instru- 
ments in form—they are promises, direct or implied, to pay cash, 
and hence they differ from cash. Granted, but the real point is 
that in the vast majority of instances this distinction has no prac- 
tical importance when we consider our banking and credit structure 
asawhole. This is not to say that a cash reserve is not necessary; 
it is merely to say that since the reserve system is a proved success 
these so-called credit instruments usually pass as cash. This 
point is of course acknowledged, at least implicitly, by all writers 
on the relation of deposit currency to the price level; and the 
interesting phenomenon is that they should at the same time appear 
to regard checks and bank notes as credit instruments in the same 
sense that time drafts and promissory notes are credit instruments. 
The bank note and the check, it seems to me, are no more to be 
regarded as credit instruments than are due bills, sight drafts, or 
a verbal request “to pay up or shut up.”’ 

Checks are credit instruments only in the sense that greenbacks 
and token coins are credit currency. ‘These instruments are not 
backed by a gold reserve of 100 per cent, but since no one now 
questions their convertibility into gold on demand they are for all 
practical purposes equivalent to gold. Whenever a doubt arises 
(as it has arisen at times in the past), then of course the difference 
between such instruments and standard money is revealed. But 
with a time-tried system all doubts of convertibility ultimately 
disappear. The same thing is true of checks, generally speaking. 
For the system as a whole, in all ordinary times, there is no real 
doubt of convertibility, and hence redemption of any large amount 
at once is never demanded. But in any event “credit,” as used 
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in connection with redeemable government paper or silver, is not 
regarded as a time obligation or as on all fours with time notes and 
drafts; the greenbacks and token coins are correctly regarded as 
actual money. Deposit currency differs from these only in being 
issued by private corporations under government supervision 
rather than by the government itself, and in being transferable 
only by indorsement.* 

Greater clarity may perhaps be added to this point of view by 
a brief consideration of Willis’ statement that the single dominant 
idea of a bank is that of “guaranteeing the limited or individual 
credit of each individual by accepting it and substituting in lieu 
thereof the bank’s own credit.” In the sort of operation that Willis 
describes? the bank does not in fact guarantee that X will pay his 
obligation to Y at maturity, nor does the bank agree to pay X’s 
liability for him at the end of three months. The bank agrees to 
pay, and does pay, the obligation at once. Y receives a check—ora 
bank note, as the case may be. He may deposit this in a savings 
bank and draw interest on it as though it were a deposit of specie. 
He may buy a bond with it; he may take out some insurance; he 
may loan it to Z; he may buy a dress for the new baby; or he may 
use it in his routine business operations—none of which things he 
can do with X’s promissory note. The common expression, “he 
paid by giving a promissory note,” is misleading. He does not pay 
when he gives a note. He merely gives evidence of a postponed 
obligation, and it is thus entered in the accounts of business men. 
But when a check is given it is entered in the books as a paid 
obligation. 

In connection with the bank-acceptance business, however, 
the bank does, in fact, do precisely what Willis describes as its 
single dominant function in general. It says to Y: “We know X, 
we have investigated his business, and you may look to us for pay- 

It is interesting to observe in this connection that bank notes, arising in much 
the same way as deposit currency, are usually treated in the standard texts as actual 
money along with the various forms of government currency, and that it is only the 
deposit currency that appears to be credit. It is apparent without analysis, however, 
that bank notes are no more genuinely money than is deposit currency; they merely 
happen to be differently secured and to pass without indorsement. Cashiers’ checks 


and bank drafts differ from notes even less, practically the only difference lying in 
the matter of indorsement for the purpose of transfer. 


2 Willis, American Banking, pp. 3-4. 
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ment three months from date; we will accept a draft for $1,000 
and pay that amount at date of maturity.” This accepted time 
draft is a credit instrument—it involves futurity—and it is a better- 
known and more widely acceptable instrument than X’s note or 
acceptance would be. The bank has here “guaranteed limited 
credit”; it has “generalized credit.’”” But no one can logically 
contend that the bank acceptance is the same thing as a bank loan, 
and no one can logically argue that an engagement to pay in three 
months is equivalent to an engagement to pay now. 

The writers of the foregoing quotations of course realize that 
when an exchange of personal credit for bank credit is made the 
recipient of the bank credit receives a demand instrument in lieu 
of the time-credit instrument which he surrendered to the bank. 
The foregoing discussion might therefore be regarded as mere 
quibbling over the use of terms, were it not for the fact that these 
writers have not “followed through” and shown the real signifi- 
cance of commercial banking in relation to business operations. I 
have never found a student who, after reading the foregoing quota- 
tions with their accompanying contexts, obtained any notion that 
when commercial banks swap less-known for better-known credit 
and guarantee the credit of individuals they are substituting for 
time-credit instruments demand instruments that are for all practi- 
cal purposes the equivalent of cash. Students see that through 
deposits banks create media of exchange; but they do not see that 
in the process of substituting better-known for less-known credit 
or by guaranteeing personal credit the commercial banks swell the 
volume of loanable funds, creating thereby purchasing power that 
is available for the manifold uses of business.’ 


V. RECAPITULATION 


At the conclusion of this over-long analysis of the nature of 
commercial banking one may well query whether it contains after 
all anything essentially new. Is it not merely a re-statement in 
somewhat different terms of the familiar doctrine that commercial 


‘It should be added here that Davenport’s statement of the essential character- 
istic of the commercial bank explicitly emphasizes the creation of loanable funds, and 
that Taussig also hints at the same phenomenon. Except as to details, relative em- 
phasis, and form of expression my analysis here does not differ essentially from that 
made by Davenport, though I shall, however, make a somewhat different application 
of this theory in ensuing papers. 
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banks deal in credit? Is not the expansion of loans the same thing 
as creating media of exchange, and is not the chief significance of 
this increased currency to be found in its relation to the price level ? 
These questions can be answered only in the light of subsequent 
analysis of the relation of bank loans to the process of capital forma- 
tion. We have thus far merely been laying foundations. 

A recapitulation of the analysis that has been made in this paper 
will, however, serve to clarify the issues: (1) It has been suggested 
(though not as yet demonstrated) that the study of commercial 
banking has been approached from so restricted a point of view that 
its relation to industrial society has not been clearly appreciated. 
(2) Much of the current analysis of the work of commercial banking 
is mere description of banking operations. (3) Where attempts 
have been made to discuss commercial banking from a broader 
viewpoint—in relation to the larger questions of economics—the 
discussion generally runs in terms of valuation analysis, media of 
exchange, and the price level. There is little suggestion that com- 
mercial banking is directly related to the productive, as distin- 
guished from the marketing, process. (4) Some of the standard 
treatises point out that commercial banks act as intermediaries 
between borrowers and lenders, thus directing capital into the most 
productive channels. There is no suggestion, however, that com- 
mercial banking is in any way related to capital formation. (5) 
The outstanding feature of commercial banking, viewed in its more 
immediate aspects, is the creation of loanable funds. (6) The 
general assumption that the work of a commercial bank is to swap 
better-known for less-known credit is misleading; the commercial 
bank rather creates in exchange for promises to pay in the future 
promises to pay immediately, which promises are the equivalent 
of cash. 

The next paper of this series will be devoted to a discussion of 
the fourth view of commerciai banking found in the excerpts given 
in Section II, above, namely, that commercial banks are chiefly 
related to commercial operations; that their connection with in- 
dustry is largely, if not wholly, adventitious. 

H. G. MouLton 

UNIVERSITY OF CHICAGO 

[To be continued] 
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NASSAU W. SENIOR, BRITISH ECONOMIST, IN THE 
LIGHT OF RECENT RESEARCHES. II 


In the preceding article’ a brief description was given of the 
personal traits and public activities of Nassau W. Senior. The 
reader’s attention was also directed to the unsatisfactory form of 
the author’s works; and it was pointed out that the underlying 
causes of the low estimate of Senior as an economist could be 
traced to the fragmentary and anonymous character of his contri- 
butions. It is the purpose of this paper to appraise the impor- 
tance of Senior’s labors in the light of the recently discovered 
manuscripts. There are certain broad questions which the reader 
may expect us to face squarely: Do the materials contained in the 
Senior manuscripts constitute a distinct contribution to economic 
theory? What would have been the effect upon the stream of 
economic thought had they been published by the author himself ? 
What light, if any, do they throw upon questions pertaining to 
Senior’s published material ? 


I. SENIOR’S EARLY VIEWS ON POLITICAL ECONOMY 


It has already been observed in the preceding paper that 
Senior’s treatise on political economy embodied only “certain 
portions” of the lectures which he had delivered during his first 
professorship at Oxford. Economists,? however, have generally 


* Journal of Political Economy, XXVI (April, 1918), 347. 


? As Professor Taussig puts it in his masterly review of the wages-fund doctrine: 
“Senior . . . . the most acute critic of his day . . . . began his contributions to 
economic literature with a burst of promising activity; lecturing at Oxford on value, 
on wages, on population, on international trade. ... . The matter of these lectures 

. was later incorporated in the general essay on politicaleconomy . . . . which 
Senior prepared in 1836, in the form of an article for Encyclopedia Metropolitana. 
With this article . . . . his contributions to economic theory unfortunately came 
toanend..... His work was thus never carried beyond its first stage of promise, 
and his results were never maturely developed.”—Wages and Capital (1896), 
PP. 197-98. 
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regarded this work as containing the quintessence of the author’s 
economic contributions. In view of the great réle that this little 
book has played in the evolution of economic theory, one scarcely 
need apologize for attempting to trace the first workings of the mind 
that originated it. The following is a complete list, with explana- 
tory comments, of Senior’s first series of lectures on political 
economy, delivered in the University of Oxford in 1826-30. 


FIRST COURSE (1826-27) 


Lecture 1. Introductory 


In this lecture the author points out the scope, object, and 
method of political economy. 


Lecture 2. On the Nature of Wealth 
Lecture 3. On the Nature of Value 


In the Lectures 2 and 3 Senior gives his peculiar views on wealth 
in its relation to value: 

If Political Economy were a study perfectly new, or if it had advanced to 
that point at which its principal terms were accurately defined and generally 
recognized, I should have terminated here the discussion of the nature of wealth. 
But it is a subject on which there is so much prejudice among those who have 
not studied it systematically, and so much difference of opinion and language 
among those who have, that I can scarcely expect my opinions and nomen- 
clature to be acquiesced in unless I can show, not only that they are accurate 
and convenient, but that there are objections to those which they would sup- 
plant. 

The most popular of all prejudices respecting wealth is that which supposes 
it to be identical with money,' and I thought that the best preliminary to an 
exposition of the falsehood of this opinion would be to show what money 
really is. 


Senior made this remark two years after having delivered the fol- 
lowing lectures on the theory of money. It shows why he was 
forced to consider money at this stage of his lectures. 


Lecture 4. On the Nature of Exchange and Money 
Lecture 5. On the Nature of Money 


* The Mercantile Theory of Wealth. ‘A theory which has long been, and con- 
tinues to be, the principal obstacle to the wealth and happiness of this country.” 
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Lectures 6,7, and 8. On the Transmission of the Precious Metals from 
Country to Country and the Mercantile Theory of Wealth 

Lecture 9. On the Various Scientific Definitions of Wealth Differing from 
That in the Second Lecture 


SECOND COURSE (1827-28) 


Lecture 1. On Production and Consumption 
Lecture 2. On Abstinence 

Lecture 3. On Capital and Machinery 

Lecture 4. On Division of Labor 

Lecture 5. On Application of Capital to Land 
Lecture 6. On the Corn Laws and the Poor Laws 


In the fifth lecture Senior discusses the law of diminishing 
returns as applied to agricultural production. The sixth lecture 
dwells upon only one of the consequences of this law, viz., “the 
tendency of an increasing population, entitled under the poor laws 
to a fixed amount of bread, confined by the corn laws to the product 
of the British Islands, and consequently fed at a constantly increas- 
ing proportionate expense, gradually to absorb the whole rental of 
the country.” 


Lectures 7 and 8. On Population 
Lecture 9. On the General Desire for Wealth 


With the ninth lecture Senior concluded what he called the 
“Grammar of Political Economy.” He pointed out in what wealth 
consists and by what instruments it is produced. He showed that 
those instruments were divisible into three: natural agents, labor, 
and abstinence. This division occasioned a corresponding dis- 
tribution of society into three classes: proprietors of natural agents, 
laborers, and capitalists; and a corresponding distribution of wealth 
into rent, wages, and profit. 

The next two courses are devoted to the subject of distribution. 
In the third course Senior lays down the laws regulating the 
exchanges of all things. The circumstances which govern the 
division of the products of industry among the three great classes 
of producers form the subject of the fourth and last course of this 
series of lectures. 
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THIRD COURSE (1828-29) 


Lecture 1. On the Cost of Production 

Lecture 2. On Price where Competition Is Unequal 
Lecture 3. General Laws of Price (Continued) 
Lecture 4. Some Effects of Corn Laws 

Lectures 5, 6,7, 8, 9, 10, and rr. On Money 


Having considered in the first part of this course the cost of 
production of commodities in general, Senior was then led to 
consider the cost of production of money. In resuming the 


subject of money Senior felt called upon to offer the following 
apology: 

One of the principal difficulties in the science of Political Economy arises 
from the mutual dependence of the propositions of which it is formed—a 
dependence which renders it impossible fully to understand any one without a 
general acquaintance with the others. The consequence is that it is impossible, 
or at least has been found by me impossible, to subject the science to any 
arrangement free from objections. The plan which I have adopted has been 
to take seriatim those topics which appeared to me most important, and to 
pursue each separately only until I found that any further exposition would 
involve the use of words and the assumption of facts not previously explained. 
This has given to my lectures what in painting would be called a “spotted” 
appearance, and has filled them with references and recapitulations not easily 
followed by those who do not recollect the previous statements, and often I 
fear tedious to those who do. My only excuse is that I have not been able to 
contrive any better arrangement. 

Some acquaintance with the nature of money is necessary before the 
prejudices can be removed and the ambiguities pointed out which at first 
obscure and confuse the mind of almost every student. At the same time a 
perfect acquaintance with it would imply, not merely a knowledge of all that 
is now known in Political Economy, but of all that can be hoped to be known. 
I was forced, therefore, to treat of money at some length even in the first and 
most elementary course of these lectures, that in which I endeavored to explain 
the nature of wealth. 


FOURTH COURSE (1829-30) 


Lectures 1 and 2. Rent, Profit, and Wages 

Lecture 3. Variations in Wages and Profits in Various Employments 
Lecture 4. Effects of Uncertainty on Profits 

Lecture 5. Meaning of High and Low Wages, and High and Low Price of 


Labor 
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Lectures 6 and 7. Popular Errors Respecting the Causes Which Influence 
the Rate of Wages 

Lecture 8. Causes Which Influence the Rate of Wages: (a) Productive- 
ness of Labor, (b) Proportion of Laborers Not Employed for the Benefit of 
Laborers 

Lecture 9. Effect on Wages of Rate of Profit 


With an outline of Senior’s courses before us it is now possible 
to make certain definite conclusions as to the origin of his treatise 
on Political Economy. A thorough comparison of this work with 
the manuscript lectures that have just been outlined will elicit the 
following facts: 

In the first place, though published in 1836, Senior’s Political 
Economy was written almost entirely before the year 1830. Of the 
225 octavo pages comprising this book, at least 200 are copied 
almost verbatim from the original lectures. 

Secondly, contrary to the prevailing opinion, not more than 
50 per cent of the subject-matter dealt with in those lectures is 
included in the treatise—the important subject of money, for 
instance, being left out entirely. 

Thirdly, aside from the fact that Senior’s early views on eco- 
nomics are only partially included in this treatise, the work is 
marred by defects incidental to the editing and rearranging of 
the lectures in order to meet the requirements of a succinctly 
written article for an encyclopedia. As we shall have occasion 
to point out presently, some of the apparent inconsistencies in 
this work are directly traceable to the peculiar mode of its com- 
position; and remembering how exceptionally busy Senior was 
during the period immediately preceding its publication we are 
surprised to find it more systematic than the circumstances 
of the occasion would seem to warrant. As already stated, 
the book is largely copied from the lectures. This, however, 
does not mean that its arrangement is exactly in accordance 
with the plan followed in the lectures. Although the limits 
of this article will not permit a detailed account as to the 
manner in which the lectures were incorporated in the book, the 


* Cf. infra, p. 5109. 
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following is a “cross-section” of a detailed analysis which has 
been made: 
PAGES IN SENIOR’S POLITICAL ECONOMY COR- 


RESPONDING TO THOSE IN THE 
ORIGINAL MANUSCRIPTS 








“PoLttTicaL Economy” MANUSCRIPTS 





Pages Volume Pages 





83-84 (statistical figures 
slightly revised) 218-21 
222-34 
1-3 
7-10 
88 (middle paragraph, first 
sentence) 1 (first two 
sentences) 
VII I-42 
95-97 IV 
97 (middle paragraph) Not found 
97 (last paragraph) V 











With regard to the lectures that are excluded from the treatise, 
the ten" following were published at different periods with omissions: 

a) Introductory Lecture 

b) Three Lectures on the Transmission of the Precious Metals from 
Country to Country and the Mercantile Theory of Wealth 

c) Three Lectures on the Cost of Obtaining Money 

d) Three Lectures on the Value of Money 

The last three lectures were published five years after the publi- 
cation of the Political Economy. 

Aside from all these lectures there remain more than three 
hundred manuscript pages of first-class matter that have never 
been printed. This would be equivalent to about sixty pages of 
the Political Economy text (counting about five hundred words to a 
page). There is, therefore, comparatively little of the first series 
of lectures that has remained unpublished. 


Il. SENIOR’S MATURED VIEWS ON POLITICAL ECONOMY 


Turning now to a consideration of the second series of Senior’s 
lectures, delivered in the University of Oxford between 1847 and 


t Five other lectures that were published separately, viz., two on “Population” 
and three on the “‘Rate of Wages,” were incorporated in the Political Economy text. 
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1852, we find that, with the exception of the four introductory 
lectures, the public has been entirely unaware even of their exist- 
ence. The following is a list of them: 


FIRST COURSE (1847) 


Lecture 1. Causes That Have Retarded the Progress of Political Economy 

Lecture 2. Political Economy a Mental Study 

Lecture 3. Reasons for Treating Political Economy as a Science 

Lecture 4. Political Economy a Positive, Not an Hypothetical Science— 
Definition of Wealth 

Lecture 5. Universal Desire of Wealth 

Lectures 6 and 7. Power of Government to Alter the Degree in Which 
Wealth Is Desirable 

Lecture 8. Production of Wealth 

Lecture 9. Direct and Indirect Production 


SECOND COURSE (1848) 


Lecture 1. Instruments of Production: Definitions 
Lecture 2. Classification of the Instruments of Production 
Lecture 3. Definitions of Capital (Commenced) 

Lecture 4. Definitions of Capital (Concluded) 

Lecture 5. National Capital (Commenced) 

Lecture 6. National Capital (Concluded) 

Lecture 7. Division of Labor 

Lecture 8. Abstinence (Commenced) 

Lecture 9. Abstinence (Concluded) 


THIRD COURSE (1849) 


Lecture 1. Efficiency of Capital Applied to Agriculture (Commenced) 
Lecture 2. Efficiency of Capital Applied to Agriculture (Continued) 
Lecture 3. Efficiency of Capital Applied to Agriculture (Concluded) 
Lecture 4. Population: Preventive Checks (Commenced) 

Lecture 5. Population: Preventive Checks (Missing!) 

Lecture 6. Population: Preventive Checks (Concluded) 

Lecture 7. Population: Destructive Checks Commenced) 

Lecture 8. Population: Destructive Checks (Concluded) 

Lecture 9. Population: Remedial Checks (Commenced) 


FOURTH COURSE (1850) 


Lecture 1. Population: Remedial Checks (Concluded) 

Lecture 2. Colonization 

Lecture 3. Recapitulation (Begun)—Production 

Lecture 4. Recapitulation (Continued)—Production 

Lecture 5. Recapitulation (Concluded)—Efficiency of Capital Applied 
to Agriculture 

Lecture 6. Exchange—Value—Cost of Production 
Lecture 7. Monopolies 
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FIFTH COURSE (1851) 


The manuscripts contain only the sixth lecture of this course 
entitled “Cost of Gold.” This is in connection with Senior’s 
views on the question of wages. There is also a fragment of what 
he called: “Beginning of a Lecture on the Retardation of Capital 
by Unwise Legislation.” The first fifty pages, however, of this 
“Beginning”’ are missing. 

The lectures that we have just enumerated were written a gen- 
eration after Senior delivered his first course of lectures on political 
economy in the University of Oxford. By this time the Classical 
system of political economy had already reached its zenith with the 
publication of John Stuart Mill’s memorable Principles of Political 
Economy in 1848, and the reaction against the extreme tendencies 
of the Orthodox school had begun to assume a definite shape. 
Our author was now at the parting of the ways, so to speak, stand- 
ing under the influence of those two counteracting forces. We 
should consequently expect his work to partake of the new as well 
as of the old spirit of thought. 

The first series of lectures was written shortly after the termina- 
tion of the Napoleonic Wars, when British commerce and industry 
began once more to extend their tentacles in search of foreign 
markets and found their progress impeded by time-worn customs 
and laws. During the following generation tremendous changes 
took place in the social, industrial, and political life of the people— 
changes which could not but produce a deep impression upon the 
active mind with which Senior was endowed. By the time the 
second series of lectures was being prepared the rotten borough 
system had become a thing of the past, religious disabilities had 
been removed from Catholics and other dissenters, and the suffrage 
rights extended to a larger number of people of the lower classes. 
The Elizabethan Poor Laws that gave rise to such mischievous 
abuses had now likewise been amended; the burdensome Corn 
Laws had been repealed; and the nation, more prosperous than 
ever before, was approaching an era of free trade. While the 
wheels of industry were thus moving at an accelerated speed, 
safety devices had to be applied in the form of factory enact- 
ments, housing legislation, etc., in order to prevent the human 
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element from being crushed under the weight of the capitalistic 
machine. 

In spite of all these reforms, or rather emboldened by all these 
transformations, the social vitality once so comparatively dormant 
now grew more and more restless. Trade unionism assumed a 
more offensive attitude toward its old foes; Chartism demanded 
more power of control on the part of the masses; and so-called 
“scientific socialism,” born of the spirit of the times, like a naughty 
child began to display its favorite pranks. 

These and other phenomena of the period under consideration 
are all reflected in the second series of lectures on political economy 
that Senior delivered at Oxford. In a preliminary account of this 
nature it is hardly feasible to enter upon a detailed analysis of the 
author’s economic contributions. All that we propose to do is to 
present a few remarks on certain topics relative to the unpublished 
materials. 


III. THE SCOPE AND METHOD OF POLITICAL ECONOMY 


One of the greatest controversies in the history of economics 
was centered upon the question as to the scope and method of 


political economy. On this as well as on many other inquiries 
Senior was obliged to do pioneer work. It was in 1826, upon the 
occasion of delivering his introductory lecture on political economy 
at Oxford, that this subject first attracted his attention. From 
that time on until the year 1860" he never tired of emphasizing 
his views respecting the proper limits of economic science and the 
mode of conducting its inquiries. 

The scope of political economy may be considered from two 
points of view, viz., the subject-matter of the study and the practical 
application of its conclusions. 

Concerning the subject-matter of economics there are two 
divergent opinions depending upon whether our studies are confined 
to the subject of wealth or are extended to the broad realm of human 
welfare. Many economists consider the steady increase of national 
happiness as the ultimate object of political economy. Thus, 


*See Report of the Thirtieth Meeting of the British Association for the Advancement 
of Science, Oxford, June and July, 1860. Opening address by Nassau W. Senior, 
president, Section F, Economic Science and Statistics. 
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according to Jevons, “‘the object of Economics is to maximise 
happiness by purchasing pleasure, as it were, at the lowest cost of 
pain.’”* Adam Smith, the father of political economy, limited his 
inquiries to the wealth of nations; but according to him only 
material objects were regarded as wealth. Senior vigorously 
attacked this narrow conception of the term and, following the 
leadership of the French economist, Jean Baptiste Say, included 
immaterial products in the category of wealth. Not unlike most 
followers of new doctrines he was at first led, perhaps unconsciously, 
into the opposite extreme so far as he regarded all personal qualities 
as articles of wealth. Thus in his lecture on the “Nature of 
Wealth,” which was delivered in 1826, Senior tried to explain why 
“health, strength, and knowledge, and the other natural and 
acquired powers of body and mind” appeared to him to be articles 
of wealth. 

A year later, however, while lecturing on production, the author 
found occasion to state his position on this matter in unmistakable 
terms. He found that Storch had substituted the expression biens 
internes*? instead of immaterial products. According to that 
author internal goods consist of eight distinct varieties: health, 
skill, learning, taste, morality, religion, security, and leisure. 
According to Senior: 

The incorrectness of this language appears obvious the instant it is formally 
stated. If taste, morality, and religion were really the objects of purchase, 
wealth would be a better thing than any political economist, however pre- 
judiced in favor of his own science, ever ventured to suppose. What we buy 
is not health, learning, or piety. All that the physician, the tutor, or the divine, 
however excellent in his department, can produce is the means by which these 
ulterior results may more or less certainly and more or less imperfectly be 
effected. The disease may be incurable, or the pupil inattentive, or the seed 
may be sown on the rock, or by the wayside; but if, in each case, the best 
means which the nature of the case admitted have been adopted, the producer 
of those means is entitled to his renumeration, though they have failed, wholly 
or partially, in producing the intended result. The exchange was complete 
the instant the advice or the lecture was given and the fee received 
If a servant is the producer of an immaterial product . . . . every other pro- 
ducer belongs to the same class, and leisure is the only ultimate product. Ifa 

* Theory of Political Economy (2d ed., 1879), p. 25. 

2 See Cours d’économie politique (St. Petersburg, 1815), Tome V. 
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servant is to be considered as the producer, not of the polish on a pair of boots, 
but of a certain portion of leisure, so must the bootmaker, and so must all the 
previous producers by whose united exertions the wearer of the boots is saved 
the trouble of making them. 

Thus the author draws a sharp distinction between services and 
the ultimate results of those services. It is therefore clear that 
when Senior referred to knowledge and skill as articles of wealth 
he meant to imply, not that the personal faculties per se, but that 
the outer aspects and effects of those personal characteristics were 
included under that category. 

In the absence of this explanation Senior’s Political Economy 
appears to be inconsistent’ in this respect. In his discussion con- 
cerning the nature of wealth he “places talents and accomplish- 
ments among the articles of wealth’’;? whereas in his treatment 
of production he distinguishes between services and commodities 
and considers the immaterial products of what Adam Smith called 
unproductive labor as service. 

Political economy then, according to Senior, does not deal with 
our ultimate wants. It is not concerned with pleasure or happi- 
ness per se. Its province is confined to those immediate objects 
of our pursuits by means of which the ultimate desires and aspira- 
tions of mankind are satisfied. In short, political economy deals 
only with wealth. 

Another aspect concerning the scope of political economy 
relates to the application of its principles. Some economists, 
notably Colonel Torrens and von Thiinen, have devoted much 
space to arguing about imaginary states of society where there are 
supposed to be no exchanges with the outside world. The marginal- 
utility theory of value is usually illustrated in modern textbooks 
on economics by references to the supposed thoughts and activities 
of Robinson Crusoe. 

Now, according to Senior, economic laws have no reference at all 
to the transactions of such isolated individuals or communities: 


To suppose an attempt by Robinson Crusoe to regulate the distribution 
of commodities according to the laws of Political Economy would resemble the 


™C{.supra,p.513. 2 Cf. Political Economy, pp. 9-10, quoted from 1826 lectures. 
3 Cf. ibid., pp. 51-53, quoted from 1827 lectures. 
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celebrated soliloquy of an Amphisbaena, or the cabinet council held Julio et 
Caesare consulibus Political economy considers men in that more 
advanced state, which may fairly be called their natural state, since it is the 
state to which they are impelled by all their natural propensities, in which 
each individual relies on his companions for the greater part, in many cases 
for the whole, of what he consumes, and supplies his own wants principally 
or wholly by the exchanges' in which he contributes to theirs. 


One of the principal differences between the Historical school 
and the Classical economists relates to the question as to whether 
economic doctrines are universally or only relatively true. The 
older economists, Senior especially, are severely criticized for what 
Knies termed their “absolutism of theory.” It is asserted that 
those economists regarded political economy ‘“‘as a system of doc- 
trines possessing universal validity. ‘The science was declared to 
belong to no one nation and to no one country; wages, profits, 
and other economic phenomena were held to be governed by 
immutable laws comparable to the laws of gravitation.’”* It was 
in opposition to this view that Marshall was led to state emphati- 
cally that “every age and every country has its own problems; and 
that every change in social conditions is likely to require a new 
development of economic doctrines.” 

As a matter of fact, in anticipation of such views as have been 
imputed to him, Senior makes the following sarcastic remarks: 


If there are any who believe wealth to be rather an evil than a good, or its 
production and distribution not to depend on human institutions, even to such 
persons the study of wealth would still be a subject of great interest. To the 
first class, in order to frame, as Lycurgus is said to have framed, laws to prevent 
its increase; to the second, on the same grounds as those on which we study 
the planetary motions, though they depend on causes not within our control. 
Those only are justified in blaming political economists for considering every- 
thing with reference to wealth who either deny that human knowledge is best 
extended by confining the attention at one time to one set of phenomena, or 
who believe the influence of wealth on the moral and intellectual improvement 
of man to be so trifling; who believe that a people, under the constant terror 
of want, and subject to unremitting toil in the attempt, sometimes the vain 


™It will be recollected that under the term “exchanges” Senior includes also 
taxes. 

2 Cf. John Neville Keynes, The Scope and Method of Political Economy, p 281. 

3 Cf. Alfred Marshall, Principles of Economics (1890), p. go. 
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attempt, to avert it, differ so little in virtue and in happiness from a population 
whose subsistence is ample and secure, that the whole subject is unworthy of 
scientific investigation. 

Another aspect of the supposed absolutism of the Classical 
English economists relates to their ideas of non-interference with 
international commerce. It is assumed that the Free Traders 
have regarded their laissez-faire doctrines as valid for all times and 
all countries. In opposition to this cosmopolitanism and abso- 
lutism attributed to the free-trade theory there arose a class of 
thinkers, headed by List and Carey, who emphasized the existence 
of national boundaries. As might have been expected, these 
Nationalists, though avowed apostles of the comparative and his- 
torical method, were no less dogmatic than their opponents in 
advocating the régime of protection “at all cost.” 

Those who have made an intensive study of this subject have 
arrived at the conclusion that laissez faire forms no part of the 
structure of classical economic thought. As far as Senior’s views 
on free trade are concerned the following quotation shows that, 
far from being idealistic and dogmatic, his doctrines are founded 
upon the undeniable fact of England’s supremacy as a manu- 
facturing nation. 

Many economists have maintained that no country can be injured by the 
improvement of her neighbors. If the continent, they say, should manufac- 
ture cottons with half the labor which they now require in England, the con- 
sequence would be that we should be able to import our supply of cottons from 
Germany or France at a less expense than it costs us to manufacture them, and 
might employ a portion of our industry now devoted to the manufacture of 
cottons, in procuring an additional supply of some other commodities. These 
opinions have such an appearance of liberality that I am sorry to dissent from 
them. But it must be remembered that England and the continent are com- 
petitors in the general market of the world. Such an alteration would diminish 
the cost of obtaining the precious metals in the continent and increase it in 
England. The value of continental labor would rise and the value of English 
labor would sink. They would ask more money for all those articles in the 
production of which no improvement had taken place, and we should have less 
to offer for them. We might find it easier to obtain cottons, but we should 
find it more difficult to obtain everything else. 

* Cf. C. F. Dunbar, “‘The Reaction in Political Economy,” Quarterly Journal of 


Economics, October, 1886; J. N. Keynes, The Scope and Method of Political Economy, 
pp. 65 fi. 
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The reader’s attention has already been called to the fact that 
Senior regarded political economy as a purely theoretical study," 
though as a social reformer he was keenly interested in all matters 
affecting the general welfare of the community.? The author 
furthermore insisted that economics be treated as a distinct science 
rather than as a subsidiary branch of the general art of government. 


The political economist, as such, has nothing to do with any of the other 
physical or moral sciences, or with any of the physical or moral arts, excepting 
so far as they affect the production or distribution of wealth. Whether wealth 
be a good or an evil, whether it be conducive to human morality or to human 
happiness, that it be hoarded or that it be consumed, that it be accumulated 
in masses, or that it be generally diffused, are questions beyond his science. 
His business is to state what are the effects on the production and distribution 
of wealth, or, to use a shorter expression, the economic effects of accumulation 
and of expenditure, of the different kinds of consumption, and of the aggre- 
gation in a few hands, or the division among many, of the things of which 
wealth consists. Whenever he gives a precept, whenever he advises his reader 
to do anything, or to abstain from doing anything, he wanders from science 
into art,3 generally into the art of morality, or that of government. 


The economist then, according to Senior, should make it his 
business to teach the facts of economic life as they are rather than 
to preach what they ought to be. It must not be assumed, however, 


* See the Journal of Political Economy, XXVI (April, 1918), p. 356. 

2 Lecturing in 1826, Senior spoke of the ‘‘thousands and tens of thousands of 
families of hand-weavers, in Lancashire and Yorkshire, who are working fourteen 
hours a day for what will scarcely support animal existence. And those are perhaps 
still more numerous who cannot obtain regular employment even on such terms as 
these, but are eking out the deficiency of their wages by the gradual sale of their little 
stock of clothes and furniture. Unless we are prepared to maintain that there can 
be no measures by which the number of persons so situated can be increased or dimin- 
ished, we are, at least, bound to inquire into the pretensions of the science which pro- 
fesses to point out those measures.” 

Referring to the prevailing conditions of pauperism, he said: “I confidently hope 
that we shall not long have to contend with them; but my hope is founded solely on 
the expectation that the diffusion of sound principles of political economy will aid 
enlightened ministers, with the whole strength of public opinion, to enable them to 
conquer the ignorance, prejudice, and individual interest which have always been 
opposed to every improvement.” 

3 In harmony with the latest conceptions of aesthetic ideals preaching is ostracized 
even from the realm of art. Speaking on the subject of ‘‘Theatre Going’’ some years 
ago, Professor Brander Matthews remarked that the object of art is, not to preach, 
but to present the truth of actual life. If it have an ulterior purpose it is generally 
immoral. 
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that Senior himself always acted in accordance with this precept. 
In actual practice he seldom hesitated to recommend measures 
the salutary effects of which he thought quite certain. This, 
however, he did, not as an economist, but as a social reformer. 
As a scientist he deemed it expedient to separate the discussion 
of general principles from the practical problems which they 
subserved. 

One of the leading characteristics of the Classical political 
economy, its unduly abstract and deductive method, is generally 
considered to have been brought into prominence by Senior. Thus, 
according to Ingram, the author’s method of reasoning is “‘purely 
deductive.” He allows “no room for any other ‘facts’ than the 
four fundamental propositions from which he undertakes to deduce 
all economic truth His postulates and his inferences are 
alike conceived as corresponding to actual phenomena.’ 

In their recent publication Professors Gide and Rist make 
even more sweeping characterizations in this connection. They 
speak of Senior as— 


the best representative of the Classical school, showing its good and bad points 
better than any other writer. He removed from political economy every trace 
of system, every suggestion of social reform, every connection with a moral 
or conscious order, reducing it to a small number of essential, unchangeable 
principles. Four propositions seemed sufficient for this new Euclid, all neces- 
sary corollaries being easily deducible from the one or other of these.? 


Such are the solemn opinions of economic historians whose 
admiration of the historical method par excellence is supposed to be 
no greater than their aversion toward dogmatic assertions and 
unwarranted generalizations. It is not our object to present a 
brief in defense of Senior’s position. Nor do we propose to waste 
our lachrymal resources in bemoaning the general misunderstanding 
that has arisen with regard to what some may call the ‘“‘hero”’ of 
our story. Fetishism forms no part of the creed of the scientific 
inquirer after truth. What then are the essential facts in the 
matter ? 


™Cf. J. K. Ingram, A History of Political Economy (1888), p. 140. 


? See Gide and Rist, A History of Economic Doctrines (1915), p. 350. Translated 
from the French edition of 1913 by R. Richards. 
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In the first place, the author himself was very much in sympathy 
with the concrete method of study. That he looked down with 
contempt upon those who indulged in abstract and a priori theories 
is shown by the following remarks made in connection with his 
elaborate critique of the labor theory of value: 

It is this determination to refer all value to labor that has led Mr. McCul- 
loch and Mr. Mill to consider the improvement of wine in a cellar the result of 
human labor. Attempts like these to bend facts and language into an accordance 
with hasty generalizations have thrown on political economy the ridicule which now 
impedes the diffusion and progress of the science, and consequently the improvement 
of mankind. 

Far from being abstract and vague, Senior emphasizes the 
importance of selecting proper terms and defining them accurately.’ 
His predecessors, as is generally known, were very lax in this respect. 
Ricardo, for instance, seldom explains his technical terms and some- 
times attaches different connotations to the same words. It is on 
this account that Senior characterized that economist as ‘‘the most 
incorrect writer who ever attained philosophical eminence.”’ 

As regards the author’s postulates it is important to know why 
he formally stated them and how he used them. If the followers 
of the strictly Historical school had applied their chosen method 
of investigation in this connection, they would undoubtedly have 
perceived the peculiar circumstances that occasioned the use of 
formal propositions such as Senior employed in his early lectures 
on political economy. Senior’s critics, however, seem to have 
ignored the fact that the author was lecturing at a time when so 
much prejudice prevailed against what Carlyle was pleased to 
call the “dismal science.’ They fail to realize that in those pioneer 
days it was an absolute necessity for an author who had a deep 
interest in his subject to start his course of lectures with simple, 
convincing propositions in order to popularize his science. “ The 
whole subject of political economy,” Senior observes, “‘has been so 
much obscured by error and prejudice that those who attempt to explain 
it are constantly obliged to state formally propositions too obvious 
to require proof or admit illustration, and to refute doctrines so 
palpably absurd as to be unsusceptible of being plausibly stated.” 


«In his second professorship at the University of Oxford the author devoted nearly 
a whole lecture to an exposition of the principles governing definitions, nomenclature, 
and classification. 
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Senior found it convenient to use his elementary propositions 
with the object of simplifying matters. It is of course quite true 
that nature’s action is complex,’ and that in the long run very little 
is gained by pretending that it is simple. But the fact that the 
author commenced his course of lectures on economics with a 
formal statement of general propositions must not lead us to the 
conclusion that his method of reasoning was inherently abstract and 
a priori. These fundamental propositions were meant to serve the 
purpose of a general résumé to his introductory course,? where he 
treated of the rudiments of political economy. Such a method of 
procedure is used even by the most “‘inductive” of modern econo- 
mists. Thus Professor Ely’s Outlines of Economics contains a chap- 
ter on ‘Elementary Concepts”; Professor Seligman introduces his 
Principles of Economics with a chapter on ‘‘Fundamental Con- 
cepts”; and Professor Marshall, in his Principles of Economics, 
devoted a whole “Book” to a discussion of ““‘Some Fundamental 
Notions.” Votaries of the inductive method would have done 
well to pursue an inductive method of investigation with reference 
to Senior’s contributions before making their sweeping generaliza- 
tions that Senior’s Political Economy contained ‘‘no other facts 
than the four fundamental propositions.” As a matter of fact 
many other principles are discussed at length in this treatise, with 
a firm grasp of the comparative and historical method and without 
any further reference to the author’s elementary propositions. 
Finally it must be noted that in the second series of lectures which 
the author delivered in the University of Oxford there is no formal 
statement of economic postulates. 

Another question to be considered is whether economic science 
is based on hypothetical assumptions or on positive facts. John 
Stuart Mill conceived political economy to be an abstract science 
founded on arbitrary assumptions. According to that author 
mankind, from an economic viewpoint, is supposed to be dominated 
by a single motive—the desire to accumulate more and more wealth 

* Cf. Marshall’s Principles of Economics (1891), p. xiv. 


2 Referring to the proposition concerning the general desire for wealth Senior 
announces at the end of his early lectures on population: ‘‘In my next lecture I shall 
consider the second of my five elementary propositions . . . . and this discussion will 
terminate my introductory course.” This introductory course he regarded as the 
“Grammar of Political Economy.” 
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with the least sacrifice. Senior, however, discards this hypothesis." 
The principles of economics, according to him, are based, not upon 
assumed premises existing only in the imagination, but on the posi- 
tive facts of actual life. Instead of dealing with such an abstract 
creature as the “economic man,” he considers human beings as 
endowed with many motives and desires, of which the desire for 
wealth alone is universal and insatiable. 


IV. SENIOR AND THE PSYCHOLOGICAL SCHOOL: 
THE PASSION FOR RICHES 

Among Senior’s papers there is an interesting letter, dated 
December 9, 1814, which contains the following observation: “I 
have not seen much of life, but that money is the sinews of happiness 
every year’s, every month’s, and every week’s, and every day’s, 
and every hour’s experience convinces me—at least to those who are 
capable of enjoying it.” 

This deep impression produced by bitter personal experience 
seems to have been the germ of the idea which ultimately became 
the central thought of the author’s economic system. Money is the 
sinews of happiness! But as everyone likes to be happy, and happi- 
ness consists in the gratification of our wants, it follows that the 
possession of the means whereby this goal may be attained must be 
an object the desire for which is universal.? To quote the author’s 
matured views on the subject: 

Money seems to be the only object for which the desire is universal; and 
it is so because money is abstract wealth. Its possessor may satisfy at will his 
ambition, or vanity, or indolence, his public spirit or his private benevolence, 
multiply his means of obtaining bodily pleasure or of avoiding bodily discom- 
fort, or the still more expensive amusements of the mind. Any one of these 
pursuits would exhaust the largest income, ard as all men would engage in 
some of them, and many in all, the desire for wealth must be insatiable. 

* See Senior’s Four Introductory Lectures on Political Economy, p. 62. 

? Lecturing in 1827 on the general desire for wealth Senior remarks: ‘‘I feel that 
there is no amount of wealth, within the possible limits of individual acquisition, 
which I should not desire to obtain, if it could be obtained without any sacrifice. And 
I feel, what is indeed an identical proposition, that I wish to make my acquisitions at 
as little inconvenience as is possible. And I cannot doubt that these are the feelings 
of all around me.” 


Later on the author modified this view: ‘In stating that every man desires to 
obtain additional wealth with the least possible exertion of labor or of abstinence from 
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This doctrine, which Senior regards as the cornerstone of the 
science of wealth, has been the target of attack from all quarters. 
Time there was when economists of repute, such as Malthus and 
Sismondi, entertained serious doubts as to whether the wants of 
mankind could keep pace with the steady increase in the production 
of commodities. Like mediaeval monks seeing the end of the world 
and preaching of kingdom-come, these false prophets shuddered 
at the prospects of general over-production or universal glut. In 
fact, Senior’s formal proposition with regard to the universal desire 
for wealth was intended to offset the pernicious influence of the 
popular theory of crises and universal glut. The author tried to 
show that the desires of men are practically insatiable, and that 
the whole world may continue to improve and increase the powers 
of production without fear that exchanges may stagnate from 
general superabundance. 

The popular theory respecting the limits of human requirements 
is intimately connected with the attitude of the poorer classes 
toward machinery and all improvements in general. The follow- 
ing is an illustration of the widespread influence of these doctrines: 

While traveling in Ireland in 1858 Senior had occasion to visit 
certain model schools, where he took pleasure in testing the effi- 
ciency of the different systems of education. On one occasion the 
schoolmaster asked Senior to put some questions in political 
economy, and suggested “‘the effects of machinery.” 

Senior asked them, ‘‘What would be the effect on wages if 
every man had four pairs of hands?” The students answered, 


immediate enjoyment, I must not be supposed to mean that everybody, or indeed 
anybody, wishes for an indefinite quantity of everything. What I mean to state is that 
no person feels his whole wants to be adequately supplied; that everyone has some 
unsatisfied desires which he believes that additional wealth would gratify.”’ 

The proposition with regard to the universal desire for wealth, although for the 
first time formally stated and developed by Senior, owes its origin to the founder of 
our science. ‘The principle which prompts to save,’ says Adam Smith, “‘is the 
desire of bettering our condition, a desire which, though generally calm and dispas- 
sionate, comes with us from the womb, and never leaves us till we go into the grave. In 
the whole interval which separates those two moments there is scarce perhaps a single 
instant in which any man is so perfectly and completely satisfied with his situation 
as to be without any wish of alteration or improvement of any kind. An augmentation 
of fortune is the means by which the greater part of men propose and wish to better their 
condition.” —The Wealth of Nations (Thorold Rogers’ ed.), I, 344. 
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“To lower them.” “If I mean by wages,” Senior then asked, 
“not money, but the commodities consumed by the laborer, would 
your answer be the same?” “Yes,” was the reply, “because too 
many things would be made, things for which there would be no 
demand.” At this moment the master interceded. “TI am afraid,” 
he said, “that you are beyond their depth.”’ To which Senior 
retorted: “I see that Iam; but the question which you suggested, 
the effect of machinery, can be solved only by going down to the 
very bottom of political economy.” 

On another occasion he asked a similar question. ‘What would 
be the consequence of every man’s being able to do four times as 
much as he can now?” “To make all the working people poor,” 
it was answered, ‘‘for there would be no demand for their work.” 
“Would not,” he said, “the things which they consumed be much 
more abundant?” “Perhaps so,” came the response, “but they 
could have no money to buy them.” “Why so?” “Because 
rich people have enough now, and would employ only one-fourth 
of them.” 

Commenting on what the students had to say with regard to 
the effects of machinery on wages Senior remarked, ‘‘This must be 
the obvious opinion, for I have always met with it. The poor seem 
to be unaware of the infinite variety and extent of men’s wants.”’ 

It is not, however, among the poor and ignorant masses alone 
that Senior’s proposition concerning the universal desire for wealth 
has been received with disfavor. Even economists of the most 
fair-minded and judicious type have found it quite unsatisfactory. 
Their criticism of the author’s views on the subject has generally 
been of a threefold nature: 


1. That the general proposition, which attributes to every man a desire 
to obtain additional wealth with as little sacrifice as possible, is a worthless 
abstraction. 

2. That in its origin the desire for wealth is a most complex psychological 
phenomenon, and not a simple matter of consciousness. 

3. That human wants are limited in variety and scope, and that con- 
sequently the desire for additional wealth is not universal. 


It was Senior himself, as we have seen, who attacked J. S. Mill’s 
hypothetical proposition that in their economic affairs human 
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beings are actuated by only one motive, the desire to get the largest 
amount of wealth with the least trouble. But Cliffe Leslie went 
still farther and denied the existence of a distinct desire for wealth 
at all. He says: 


The desire of wealth is a general name for a great variety of wants, desires, 
and sentiments, widely differing in their economical character and effect, 
undergoing fundamental continuity in others It includes a love of 
pictures, toys, jewelry, plate, furniture, clothing, opium, soap, Bibles, brandy 

. a love of eating and drinking . . . . of literature and science . . . 
of charity, sensuality, cruelty, and power; of horses and dogs. It expresses 
sometimes a desire for the comforts of an old bachelor, and sometimes an 
inclination for matrimony; and when it takes the latter direction, it means with 
one young lady love in a cottage, and with another a palace without love; in 
one man it is fortune-hunting—in another, a disinterested attachment to 
Miss Aurora Penniless. ... . So all the needs, appetites, passions, tastes, 
aims, and ideas which the various things comprehended in the word “ wealth” 
satisfy, are lumped together in political economy as a principle of human nature, 
which is the source of industry and the moving principle of the economic 
world After all the reproach cast on the Mercantile school, modern 
economists have themselves lapsed into the error they have imputed to it. 


This is all very ingenious and interesting, but it must be remem- 


bered that all the different things which Leslie so vividly described 
are, to quote his own language, “alike in one respect—namely, 
that they are all to be had for money, and are not to be had without it.’ 
It is this general purchasing power of money that stimulates the 
passion for riches, and that is what Senior meant by “the desire 
of wealth.” Pecuniary interest, the author would admit, does 
not explain all the phenomena of economic life. But far from being 
a useless abstraction it is one of the most powerful motives with 
which the economist has to reckon. It is doubtful indeed whether 
Leslie himself really meant to discard entirely the love of riches as 
a motive power toindustry. In all probability he must have meant 
to say that the desire for additional wealth is not so simple a con- 
ception as he understood the older economists to have thought. 
Unfortunately Cliffe Leslie’s criticism in this connection never 
passed beyond the mere suggestive stage. He realized the necessity 
of investigating, not only the motives and impulses which prompt 


t Essays in Political Economy, pp. 3, 4, and 167. * Ibid., p. 2. 
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men to acquire wealth, but also those which serve as obstacles to 
its acquisition and accumulation.! But as far as we are aware 
he never attempted to make those investigations himself; and even 
if he did the world will probably never hear of them, as all his 
economic manuscripts are known to have been lost while he was 
touring ‘‘somewhere in France.” It was left for the American 
economist Professor F. W. Taussig to resume the task that Leslie 
wished to accomplish; and to his elaborate analysis of the psychol- 
ogy of money-making we must now turn our attention. 

After character:.ing Senior as ‘‘the most scholarly and broad- 
minded’? among the writers of the canonical school, Professor 
Taussig discusses at length the origin and scope of the old proposi- 
tion with regard to the desire for additional wealth. ‘‘The wish 
for additional wealth,” says Professor Taussig, ‘‘so far as it appears 
at all is a most complex psychological phenomenon, the resultant 
of a number of instincts or dispositions, of which the possessor 
himself is only half-conscious.’’’ Furthermore this universal 
desire of wealth which Senior regarded as a matter of common con- 
sciousness seems to Professor Taussig “both curious and uncom- 
mon.”4 “Tt is by no means obvious that all men desire to obtain 
additional wealth.”” Even ‘‘among the advanced races... . 
there is a very large proportion of persons . . . . whose wants 
are simple and limited, to whom leisure and relaxation appeal 
quite as much as additional wealth.” It is only the capitalist 
business man who manifests an insatiable desire for more and more 
wealth; and consequently this Midasian greed of gold must be 
considered as “the special psychological appurtenance of the 


prosperous and property-owning classes.’’s 

As regards the origin and make-up of the pecuniary motive 
Professor Taussig takes it for granted that Senior deemed it “a 
matter beyond the scope of economic inquiry, and at all events 
not likely to point to any conclusions of significance for the econo- 
mist.”® This assumption, however, is not borne out by actual facts. 


* Essays in Political Economy, p. 172. 

2 See F. W. Taussig, Inventors and Money-Makers (1915), p. 76. 
3 Ibid., p. 78. 5 Ibid., pp. 76-78 and 122. 
4 Ibid., p. 88. 6 Thid., p. 78. 
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On the contrary, the author’s unpublished papers contain a com- 
prehensive psychological analysis of the underlying motives that 
influence men in their economic undertakings, as well as of the 
antagonistic principles to the acquisition and preservation of wealth; 
and all that is treated with a grasp of the comparative and historical 
method that would confound the critics of this much-abused 
economist. To make a comparative study of the views of Senior 
and Professor Taussig on this matter would lead us far beyond the 
limits of our paper; but that the author thoroughly understood the 
significance of such an inquiry as that to which Professor Taussig 
referred is sufficiently indicated by the fact, as we have seen, that 
in his second professorship at Oxford he found it necessary to 
devote no less than three lectures to an analysis of the desire for 
wealth. 

Professor Taussig’s strictures with regard to the scope of the 
passion for riches also need attention. In connection with his 
discussion of the instinct of contrivance Professor Taussig makes 
the following statement, ‘“‘ When a trait appears overwhelmingly and 
unmistakably in a few, we may infer that ti is present to some degree 
among all.”* Now if it be true—as Professor Taussig admits— 
“that a small circle of persons . . . . manifest an insatiable desire 
for additional wealth,” then why may we not legitimately conclude 
that this trait ‘is present to some degree among all’’ ? 

Professor Taussig’s singularly frank and eclectic attitude of mind 
appears to lead him to uncertain conclusions on this subject. On 
one page we get the impression that the desire for wealth is uni- 
versal, and on another the author tries to convince us that human 
wants are generally simple and limited in extent. “To say that 
there is an instinct of acquisition,’”’ Professor Taussig admits, “‘ comes 
to much the same thing as to assume, with our old friend Senior, 
that all men strive for additional wealth without limit.”’ Yet in the 
next breath Professor Taussig observes that “‘that sustained desire 
for additional wealth which Senior regarded as a matter of common 
consciousness . . . . seems to the philosophic observer both curious 


™ See Inventors and Money-Makers, p. 13. 


2 Tbid., p. 77. 3 [bid., p. 84. 
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and uncommon." A little later, while speaking of the force of 
social emulation, Professor Taussig reverses himself: 

The garb of the well-to-do and the rich, their dwellings, their decorations 
and their art, fashions and amusements; their display and what we call their 
extravagance—are all sought and enjoyed mainly because they give evidence 
of belonging to the supposedly select superior classes. And where the com- 
munity is democratized as much as it is in the United States, the barriers 
between classes being no longer maintained by law or rigid custom, this passion 
has universal scope A recognition of the universality of social emulation 
served to confirm the older economists in that doctrine of theirs . . . . that all men 
desire to obtain additional wealth indefinitely? 


Professor Taussig concludes nevertheless that the ‘desire for addi- 
tional wealth is the special psychological appurtenance of the 
prosperous and property-owning classes.’’ 

Now if the desire for additional wealth is the special appurte- 
nance of the rich classes, how shall we account for the first incre- 
ment (if we are permitted to use a mathematical expression) of this 
striving force? How shall we account for the transitional stages 
between extreme poverty and extreme riches? How shall we 
account for spendthrifts among the rich and the misers among the 


poorer classes? Is it not a fact that many of our captains of indus- 
try, such as the Harrimans and the Rockefellers, were originally 
poor themselves? The desire to be wealthy must necessarily 
precede the actual acquisition of wealth. To regard the motive 
of acquiring wealth as the result of its previous accumulation would 
be a curious instance of begging the question or of putting the cart 
before the horse.4 


* See Inventors and Money-Makers, p. 88. 

2 Ibid., p. 98. 3 Ibid , p. 122. 

4 Professor Taussig speaks on the one hand of ‘“‘a very large proportion of persons 

. to whom Jeisure and relaxation appeal quite as much as additional wealth” 
(Inventors and Money-Makers, p. 77), and on the other hand he observes that ‘“‘it is 
most curious that the earlier economists ignored so completely the existence of the 
instinct of devotion (ibid., p. 103). It would hardly be fair to compare these remarks 
with Senior’s unpublished views on the subject, but the following quotation from the 
author’s Political Economy (p. 55) seems to be quite relevant in this connection: 

‘Among civilized nations the love of accumulation, of power, of distinction, and 
of occupation, and the nobler desire of being more or less extensively useful, all power- 
fully counteract the slothful principles of our nature. As property becomes more 
secure, as the avenues to influence are opened, as merit and wealth rise in public 
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V. SUMMARY AND CONCLUSIONS 


We must now return to our point of departure in this paper 
and reflect upon the questions with which we began this pre- 
liminary analysis of the author’s economic views. It is hoped that 
the foregoing analysis will have afforded a general idea as to the 
historial significance of the recent discovery of Senior’s manu- 
scripts. As regards the details pertaining to the economic contribu- 
tions embodied in these papers, we are of course compelled by the 
limits of this article to present at this time only the scantiest 
outline. 

We have seen that the author confines the science of political 
economy to the study of wealth. He distinguishes between indi- 
vidual and social wealth. Some things, such as pensions, patents, 
and copyrights, generally impoverish the nation, though they may 
enrich the owner. As nothing can be either created or destroyed, 
the expression “production of wealth’? must be understocd to 
mean the occasioning of certain alterations that may be utilized 
in the process of exchange. Such changes may be produced either 
on human beings or on external things. The former are called 
personal changes; the latter are subdivided into (a) mechanical 
changes, (b) chemical changes, and (c) commercial changes or mere 
‘changes of place. 

The instruments of production are divided into two genera, the 
mental and bodily faculties of man and capital. This may be a 
surprise to some economists who have always thought wealth to be 
produced by means of three instruments, viz., capital, labor, and 
land or natural agents. Senior gives his reasons for making this 
innovation and discusses at great length the concept of capital. 
He makes a comparative analysis of the definitions of that term 
given by more than a score of Anglo-American, German, French, 
and Spanish economists. He distinguishes those aspects on which 


estimation over the accidents of birth, as barbarous prejudices degrading to industry 
wear out, as the influence of sound religion teaches men that they were created for 
better purposes than selfish pleasure or useless mortification, in fact, as civilization 
improves, all the motives to voluntary exertion acquire force. And though the 
number of those who might live in idleness increases, the proportion of those who are 
unhappy enough to exercise that privilege diminishes.” 
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all economists agree from those wherein differences of opinion occur. 
The author then concludes his analysis with a classification of the 
things which are supposed to be considered as capital and of those 
which are not to be so regarded. Capital being distinguished from 
material wealth in so far as the former is employed productively, 
the author finds it necessary to determine the nature of that quality 
of the human mind which occasions wealth to be so employed, 
in other words, the nature of abstinence as distinguished from mere 
labor. Senior distinguishes between individual capital and national 
capital, or what is generally called public domain, such as roads, 
bridges, and post-offices. About two and a half lectures are 
devoted to the subject of national capital. 

Under the title “Efficiency of Capital Applied to Agriculture” 
Senior discusses at great length the land question—a matter which 
has not been fairly treated by the economists of the Ricardian 
school. Though the author was obliged to abandon land as a 
separate instrument of production, yet he found it to be a species 
of capital with peculiar characteristics differing in important aspects 
from all other kinds of capital. With regard to the prospects of 
agricultural production the author discards both the pessimistic 
views of Ricardo and the opposite theories of Carey. Senior’s 
position is midway between the extreme doctrine of these 
economists. 

On the subject of population the author has written enough 
to fill a good-sized volume. A constant struggle, according to 
Senior, is going on between industrial efficiency and the growth of 
population: on the results of that struggle more than on any other 
single cause depends national prosperity. The causes which retard 
the advance of population are divided into three classes: the pre- 
ventive, the destructive, and the remedial checks. The preventive 
checks are subdivided into prudence, luxury, law, and private 
property. The destructive checks consist of famine, war, and 
disease. Emigration and colonization are treated under the 
remedial check. 

We have already referred to Senior’s unpublished manuscripts 
on money and wages. Senior utterly repudiated the minimum-of- 
subsistence theory and all other rigid doctrines concerning the 
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laborer’s share in the distribution of wealth. ‘The anxiety of 
the laborer to get wages forces him to be industrious and to endeavor 
to become skillful. The anxiety of the employer to obtain laborers 
forces him to pay to them the full value which their labor is worth: 
and ... . the higher this value the better it 1s for both parties.” 

Concerning the subject of value Senior is commonly regarded as 
the originator of the cost-of-production theory. This, however, is not 
even a half-truth. As a matter of fact the author discards both 
utility and cost as ultimate causes of value. Although he makes a 
distinct advance in his analysis of the causes of value, he does not 
limit himself to any single doctrine that may be used as a touch- 
stone to the solution of all problems respecting value. He con- 
siders about half a dozen general laws of value applicable to different 
kinds of goods. 

As regards the relation between government interference and 
social welfare the author discusses the broad problem with regard 
to the objects of government and inquires as to how far it lies within 
the power of government to ameliorate the evils arising from 
poverty. The problems of destitution, sanitation, and housing 
legislation, juvenile and female labor, the factory acts with regard 
to hours of labor, industrial education, and social recreation—these 
and other matters are considered from a broad point of view. 
Although he rejoices to note the great improvement in the general 
conditions of the poorer classes, he finds to his regret that the evil 
effects of poverty cannot be entirely eradicated through the 
instrumentality of government. It may be added here that many 
other notable contributions to economic thought, a bare reference 
to which is excluded by the limits of this paper, will be found in 
Senior’s unpublished writings. 

With reference to the Classical economists Mr. Sidney Webb 
once observed that they possessed almost a genius for saying things 
which they did not mean to say. It is our hope that before long 
the scientific world may have an opportunity to obtain an accu- 
rate idea as to what one of the leaders of that school meant to say, 
how and why he said it, and especially what he did not say. 


S. Leon LEvy 
WV ASHINGTON, D.C. 





NOTES 


WASHINGTON NOTES 


THE WAR FINANCE CORPORATION 


The final approval by the President of the so-called War Finance 
Corporation Act on April 9 lays the foundation for a new system of gov- 
ernment financial activity additional to the broad service performed by 
the Treasury Department through its fiscal functions and by the Federal 
Reserve Board and Reserve banks. Few changes of far-reaching impor- 
tance were introduced into the act during the later legislative history, 
the chief alterations being found in the amount of obligations it may issue 
(now limited to six times its capital stock or $3,000,000,000 in all) and in 
the conditions under which it, or holders of its obligations, may obtain 
rediscounts from Federal Reserve banks. On the latter point some 
important protective provisions have been introduced, it béing specified 
that there shall be a discriminating differential rate of 1 per cent against 
such rediscounts, while the power at first conferred upon Federal Reserve 
banks to trade unreservedly in the obligations of the new corporation in 
the open market is withdrawn. Both these latter changes and particu- 
larly the last named—the withdrawal of the open-market power—must 
be esteemed, however, of very considerable significance. Rediscounted 
paper protected by the obligations of the corporation will now bear the 
indorsement of a member bank; and the possible purchase that might 
have been made direct from individuals will thus not be a possible factor 
of danger. 

The new act thus safeguarded contains possibilities of great help to 
industry and much less probability of abuse than in its earliest form. 
What is now awaited with utmost interest is its eventual application 
and the type of organization developed for the new concern. This may 
or may not prove similar to the commercial banking corporation, but 
must in some particulars at least resemble it in general features. Of 
fundamental importance, too, will be the question how and in what ways 
the new enterprise will adjust itself to the Federal Reserve System and 
how far it will be necessary to give it the aid of the older organization. 
Much in all these matters will depend upon the position of affairs at the 
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close of the third great government loan now in process of sale and the 
condition in which the banks generally and the savings banks in par- 
ticular are left by that operation. 


THE THIRD LIBERTY LOAN ACT 


The Third Liberty Bond Act approved by the President on April 4 
not only greatly enlarges the power of the government to borrow by the 
issue of both long-term bonds (limit now $14,000,000,000 in lieu of all 
other outstanding but unused authorizations) and certificates of indebted- 
ness ($8,000,000,000 in lieu of all previous authorizations), but it also 
changes in certain essential respects both the scope and the technique of 
public borrowing. By advancing the rate of interest carried by the 
short-term Treasury certificates to 43 per cent the foundation was laid 
for a further and parallel increase in the rate borne by the long-term 
bonds. The fact that their yield has been set by the new act at only 
43 per cent gave rise to some surprise and criticism in financial circles, 
while apprehension regarding the possible subscriptions was aroused by 
the first two issues (convertible into the new 4} per cent bonds). This 
apprehension has been somewhat allayed by the success of the loan 
organization in selling the new issue of $3,000,000,000 of 4} per cent 
bonds announced almost simultaneously with the presentation of the new 
act, but the situation has none the less been somewhat anomalous. The 
advance to 4} per cent amounted to a recognition of the fact that the 
government must meet changing commercial conditions as to rates of 
interest, but it also indicated a disinclination to go the full distance indi- 
cated by these conditions as necessary. 

Meantime the banks of the country have themselves felt the upward 
movement of “money rates,’’ and it has required the full influence of the 
Federal Reserve System to prevent these rates from being forced up to 
unprecedented levels. Such increases, if allowed to occur, would of 
course have rendered the position of the government as a borrower much 
more difficult, since it would almost have compelled further additions to 
the rates borne by bonds in order to keep control of the fluid funds for 
which various groups of banks are disposed to bid so actively. 

From the point of view of technique two features of the act are 
worthy of special note: the provision establishing a fund equal to 5 per 
cent of the outstanding bonds for use in purchasing such bonds (the pur- 
pose being to maintain quotations at or near par), and the provision 
authorizing the issue of some of the new bonds (in an amount to be deter- 
mined by the Secretary of the Treasury) payable in foreign currency at 
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the normal par of exchange. This latter provision, it is hoped, may 
serve to provide a means of partly “stabilizing” the dollar in foreign 
countries where the variations of exchange have of late beaten it down 
to points considerably below par. Precisely what degree of success can 
be realized in the use of either of these financial innovations remains to 
be seen, and will depend in no small measure upon the way in which they 
are employed. Both will afford opportunity for attempting extremely 
significant and interesting experiments not previously tried in our govern- 
ment financing. 
SILVER FOR EXPORT 


The President on April 23 signed the so-called “ Pittman Silver Bill” 
which has been more or less carefully considered for some months past, 
and thereby has put into operation what is possibly the most important 
silver legislation enacted during the past twenty-five years. 

By the terms of this bill the Secretary of the Treasury is authorized 
to break up silver dollars now held behind $350,000,000 of outstanding 
silver certificates, convert such doilars into bullion, and thereby render 
available a corresponding quantity of fine silver which he is thereupon 
authorized to dispose of at a price not less than one dollar per ounce. 
Simultaneously with the sale of any such silver the Secretary is expected 
to enter into contracts for the repurchase of an equivalent amount of 
silver at the same rate—one dollar per fine ounce. 

Eventually, therefore, if the plan works out, the government will 
have been provided with the same amount of silver that it has disposed 
of, and the purpose of the operation will have been merely that of pro- 
viding an immediate large supply of silver far in excess of any that could 
have been commercially obtained had purchases depended exclusively 
upon the amount originally produced and brought to market. In order 
to provide for any shortage of currency that may be supposed to occur 
as a result of the withdrawal of this great volume of silver certificates, 
many of them in the one- and two-dollar denomination, provision is made 
for the issuance of Federal Reserve bank notes based upon certificates 
of indebtedness, and one-year Treasury notes, both of which are vested 
with the circulating privilege, thereby providing a new source of cur- 
rency supply. These notes will of course be direct obligations of the 
Federal Reserve banks and as such would have to be redeemed in gold 
out of the reserves of that metal held by the Federal Reserve banks. It 
is supposed, however, that the bulk of the new issues made in the smaller 
denominations of one, two, and five dollars will be but seldom presented 
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for redemption save in so far as they might have to be replaced by new 
currency in substitution for worn and dirty notes. 

The possibility of difficulty in the situation lies of course in the 
chance that the Secretary of the Treasury may not get back the same 
amount of silver that he sells, and so may not be able to retire the new 
Federal Reserve bank notes and restore the silver certificates to their 
former position. Should he not do so there would be a loss to the govern- 
ment of about 22 cents on each dollar sold, the bullion value of the silver 
dollar being a little below 78 cents when silver is $1.00 per fine ounce. 
On $350,000,000 this loss would amount, therefore, to something like 
$77,000,000. As the silver now held by the government was originally 
bought at about $1.01 per ounce there is no material loss in the actual 
sale, and the loss indicated at the rate of 22 cents per dollar is the loss 
corresponding to a so-called “profit” formerly made by “coining the 
seigniorage,”’ i.e., issuing the dollar at a face value higher than its bullion 
content. It might be said that it is desirable to dispose of the silver 
holdings of the government and that no opportunity more favorable than 
the present has been offered for a good while. The new plan, however, 
provides, as already seen, for repurchasing the silver, so that even with 
full success there will be no advantage from the standpoint of our silver 
holdings. In the meantime there is a return to a partially abandoned 


method of issuing bank notes secured by government obligations. 
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The Development of the British West Indies, 1700-1763. By FRANK 
W. Pitman. New Haven: Yale University Press, 1917. 
8vo, pp. xvi+497. $2.50 net. 

The neglect of the West Indies, their economic development, and 
the influence of their commerce upon English and colonial history, which 
formerly was so conspicuous a defect, has in the last few years been 
partly atoned for by the publication of several very excellent studies 
dealing with this subject. The present volume is an important addition 
to this group and will be indispensable to those wishing to understand the 
economic background of England’s West Indian commercial policy 
during the period covered, and more especially the conditions leading to 
the passage of the Molasses Act of 1733 and its effect upon the commerce 
of those islands. 

The first chapter, briefly describing the economic and social condi- 
tions in the British West Indies, shows the effects of absentee land- 
lordism, an unprogressive state of society, and a scarcity of labor leading 
to the introduction of slavery. The two following chapters give an 
account of the slave trade and a description of the gradual exclusion of 
the small proprietors from the sugar plantations. Incidentally the 
situation here depicted throws many side lights upon the economic and 
social effects of slavery and will be of interest to the student of slavery 
in our own South. 

The description of the need for capital, the methods of obtaining 
credit, and the conditions determining the inflow and outflow of specie 
casts much light on the legislation of the islands. The trade with the 
Spanish colonies brought in specie, chiefly in return for slaves and English 
manufactures. But when the Dutch and the French competition 
reduced this trade the importation of specie fell off. At the same time 
the North American colonies began to buy more of their sugar and 
molasses from the French West Indies. Consequently the British 
West Indies, no longer able to pay for their imports of foodstuffs, live 
stock, fish, and lumber from North America by exports of sugar and 
molasses, had to remit specie to meet the balance. The desire to check 
this drain was an important element in the demand of the British West 
Indies for the Molasses Act. 
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Meanwhile the rapid growth in the output of the French West 
Indian sugar plantations and the lower price at which their product was 
to be obtained, not only caused a serious depression in the British 
colonies between 1728 and 1738, but enabled the French and the Dutch 
traders to meet more and more of the Continental demand for sugar, 
a market which, previous to 1700, had been supplied in the main through 
England. Consequently the British sugar planters started an agitation 
for the right to ship sugar direct to the Continent. This right, with 
certain restrictions, was finally granted by parliament in 1739, but it did 
not result in a recovery of the Continental market for the British pro- 
ducers and traders. 

The chapters devoted to an account of the trade between the British 
West Indies, the foreign West Indies, and the North American colonies 
clearly show how the rapidly increasing output of the North American 
colonies was unable to find an adequate market in the British West 
Indies. The latter, during this period, failed to grow appreciably. In 
all except Jamaica the soil was becoming exhausted, and in Jamaica 
various conditions checked the growth that was expected. Naturally, 
therefore, the North American traders turned to the markets afforded 
by the prosperous French West Indies, markets where they were gener- 
ally welcome, since the North American colonies of France were not 
able to provide more than a portion of the supplies needed. The fact 
that sugar and molasses could be procured there much cheaper than in 
the British islands, owing partly to the more fertile soil and partly to 
freedom from various taxes imposed in the British possessions, only 
made this trade the more lucrative. Such trade depressed the price of 
the British planters’ products, increased the cost of their imported 
supplies and shipping charges, and drained the islands of specie. Hence 
the demand of the British sugar planters for protection, a demand 
finally granted by parliament, though after long hesitation, in the shape 
of the Molasses Act of 1733. The passage of this act clearly showed 
the great power of the West Indian sugar planters in England. 

But the economic interests running contrary to this act were much 
too strong to be effectively controlled. Its very general violation by 
traders in the West Indies, who sent large quantities of French sugar to 
England as British produce, as well as by traders from the North Ameri- 
can colonies, is excellently described in the two chapters on “Illicit 
Trade from 1733 to 1763.” 

The rise in the price of sugar after about 1738, due to the rapidly 
expanding market in England and the failure of the British planters to 
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increase their output more rapidly, caused much resentment and criti- 
cism in England. But the planters were unremitting in their efforts to 
strengthen their monopoly, and their opposition to the acquisition of 
other sugar-growing possessions was no slight factor in determining the 
terms of the Treaty of Paris in 1763. 

The volume is an excellent example of scholarly investigation. It 
is based almost exclusively on manuscript sources and makes available 
a considerable amount of important data. This has been used with 
care and judgment, the author showing a keen appreciation of the facts 
that are significant. There are numerous useful charts depicting exports 
of sugar and trade balances, an excellent map, valuable statistical tables, 
and an index of sixty-three pages which is a model. 


CHESTER W. WRIGHT 
UNIVERSITY OF CHICAGO 


The Socialism of Today. Edited by WILLIAM ENGLISH WALLING, 
J. G. PHELPS STOKES, JESSIE WALLACE HUGHAN, HARRY W. 
LAIDLER, and other members of a committee of the Inter- 
Collegiate Socialist Society. New York: Holt, 1916, pp. xvi+ 
642. $1.60. 

An addition to the flood of books on socialism may very appro- 
priately seek to justify its appearance on the ground that it is “ different.” 
“The first international and comprehensive source-book dealing with 
the Socialist movement in any language”’ is the description given this 
book by its editors (in italics) in their preface. It is a scholarly com- 
pilation of primary material for the study of socialism in the sense of a 
modern political movement, and will surely be welcomed by students 
and teachers of the subject. 

Presumably the two chief problems in the making of a source-book 
are, first the selection, and secondly the arrangement of the material. 
Adequately to criticize the first, in the present case, would require a very 
complete knowledge of the pamphlet and of the documentary literature 
of socialism the world over. This knowledge the reviewer does not 
possess, and he can only say that the work appears to be both scholarly 
and critical, sympathetic, of course, but generally fair. The plan of 
arrangement adopted, however, gives rise to some reflections. In the 
attempt to represent the “present position and recent development” of 
socialist parties, we have two plans clearly suggested, the historical and 
the topical. The editors have chosen them both, combining them in a 
rather unsatisfactory fashion. The book is in two parts, the first 
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entitled “The Socialist Parties of the World,’ and the second “The 
Socialist Parties and Social Problems.’”’ The same material is obviously 
called for to complete either plan, and the result is confusing. Thus the 
first chapter, on the international, the most purely historical one in the 
book, summarizes the work of the international congresses in succession 
down to 1904—and then the others are taken up in the second part under 
the appropriate topics, according to the principal subjects discussed 
in them. 

The difficulties of arrangement are further multiplied by the necessity 
of superimposing still a third plan on both the other two. For socialism 
as a@ political movement is neither international, national, nor yet local. 
It is not one movement; it is decidedly plural. In Part I this does not 
seriously interfere, the history of the movement in the various nations 
forming convenient chapter divisions. But in Part II it has a tendency 
to raise questions in one’s mind to find “the”’ socialist position on some 
twenty modern problems in succession represented by an excerpt from 
some document, speech, or editorial in now one nation at one date and 
now another at a different date. The book would have been more 
serviceable with the material all placed in the first part, under the various 
national headings, with a separate division for the international activities 
of the parties. The place of Part II would be much better taken by a 
tabular list of references. As it stands it is inconvenient as a basis for 
the historical study of the various parties, while Part II conveys a mis- 
leading impression of a unitary world-movement. 

The present editors also, like so many source-book compilers, injure 
rather than improve their work by yielding to the temptation to make 
it “stand alone.” This a source-book can rarely if ever do, and should 
not attempt to do. Documents are useful in making history “live,” 
but to get the history out of the documents is precisely what it is the 
historian’s business to save us the labor of doing. Much of the material 
in the book would be better summarized, and then there could be either 
much more or much less interpretation and explanation, according as the 
history or any position which the documents were used to illustrate were 
written in the same volume (which would then cease to be primarily a 
source-book), or whether, on the other hand, it frankly accepted the 
supplementary position which a source-book properly occupies. 

The impression of socialism derived from the book may occasion 
conflicting feelings. One is inclined to admire the tendency to grow 
“practical” and “sensible’’ in their objects and claims which the social- 
ists show under the stress of political struggle. On the other hand, when 
the movement leaves its social philosophy and ideals in the antechamber 
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and enters the arena with the aims and methods of political opportunism, 
some of its attractiveness is lost. Even though we sympathize with the 
position of the working class, we must feel some disappointment when 
the passionate plea for justice becomes merely the working class in 


politics for what it can get out of it. 
F. H. KNIGHT 
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The American Labor Year Book, 1917-18. Edited by ALEXANDER 
TRACHTENBERG. New York: The Rand School of Social Science, 
1918. Pp. 384. $1.25; paper, $0.60. 

This is the second of a series of annuals intended for the use of ‘socialist 
propagandists, labor leaders, and university professors” alike. It is consider- 
ably more extensive than its predecessor, and contains information on a wide 
variety of subjects related to labor problems, ranging from “Infant Mortality” 
to ‘‘Socialists on Milwaukee School Board.” Of the six parts into which the 
book is divided, two have to do with ‘‘ Labor and War,” Part I being concerned 
mostly with developments in the United States and Part V with those abroad. 
Part VI deals with the political organizations of the laboring classes in this 
country, and Part II with the economic, while Part III considers ‘‘ Labor and 
the Law.” A somewhat miscellaneous assortment of articles is brought 
together in Part IV under the head of “Social and Economic Conditions.” 

There are several articles which throw interesting light on the points of 
view of workingmen. The histories of two prominent nationals are given by 
authors of the unions, together with copies of the constitutions. It is proposed 
to print a series of histories like these in future year books. There are accounts 
of the Bisbee deportation, the Mooney case, the murder of Frank Little, the 
eight-hour demand of the railway brotherhoods, and some of the more impor- 
tant recent strikes, all in a sympathetic vein. In contrast to these stand the 
somewhat hostile write-ups of the Council of National Defense and the Non- 
Partisan League. The I.W.W. is almost completely ignored. 

Although decidedly propagandist, the majority of its contributors being 
socialists and labor leaders, or rather because it is openly so, it is a fairly reliable 
compendium of information. Most of the articles are signed (though not 
dated), and several important documents are printed. There are too a 
number of more careful discussions, such as Wolman’s “Extent of Trade 
Unionism” and Price’s “‘Occupational Diseases.’”’ Unfortunately it is not 
always easy or even possible to trace the sources of information given, and the 
statistics are often carelessly presented. Mr. Trachtenberg seems also to have 
yielded to the tendency to identify too hastily like-appearing movements in 
different cultures. But in spite of these qualifications the book fills a decided 
need in the field of labor publications. 





